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When it comes to home décor,
we mean business.

Bombay is dedicated to providing our customers with
unique products that inspire her to add her personal
touch when decorating her home. With over 90 percent of
our merchandise designed and produced exclusively, our
distinctive products are what keep our customer looking

to us for uncommon finds at exceptmnal values
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Improving on an already sohd/foundatmn thls past year

we set out to better relate to ouI; customers and to
capture new shoppers. We found our customer to be the
woman who is always evolving, wanting her home to
reflect this. In 2003, Bombay positioned itself as the
resource for worldly designs that cater to her varied
decorating styles. We have re-designed our customer’s
shopping experience to better fit her and her ever-

changing needs.

Successfully accomplishing our goals, Bombay is
currently emerging as the source for home decorating
solutions and gift-giving. Specializing in designs from
across the globe, Bombay’s versatility allows products to
easily be found in the house next door. Building on our
strong status in one of the fastest growing retail sectors

of today, we eagerly look forward to tomorrow.
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5 seconds

The amount of time a typical
credit card transaction takes
with our new POS system
(compared to the past
150 seconds).

To Our Shareholders

| am very pleased to have been a part
of the Bombay team this last year and
with what we have accomplished in a
short time. We ended Fiscal 2003 with a
record $596.4 million in revenue, a 21%
increase over last year With strong
momentum carrying over from Fiscal
2002, we recorded a total of 13
consecutive months of double-digit
same store sales increases and ended
the year with an overall same store sales
increase of 13%, the highest in the
sector. We made major investments in
our future — in stores, in systems, in a
new distribution center and in our
people, as we began to build an
infrastructure that would support us as
we grow to be a billion dollar company.
In the process, we increased our
profitability 38% to $9,951,000 or $.28
per diluted share during Fiscal 2003
from $7,217,000 or $.22 per diluted
share the prior year.

At Bombay, we are excited about the
opportunities that lay before us. The
Company is well established with a
proud heritage and a strong brand. Born
in the mid-'70s, a focus on design and
value led to an impressive growth path
that allowed Bombay to be one of the
idominant players in this developing
market by the late '80s and early '90s.
As a mall-based specialty home furnish-
ings retailer, Bombay was a pioneer,
capturing a niche in a previously
underserved market. As the industry
has evolved, so must we, and the
roadmap is clear to us.

As we approached 2003, Bombay
needed to restart growth, both from our
existing store base as well as through
new opportunities. We needed to bring
customers back into our stores and
begin aggressively competing for market
share. During late 2002 and through
2003, we made tremendous strides in
this area. Strong same store sales
validated our relevance to the customer.
A focus on execution including an
improved in-stock position on our
product, relaunching our brand and
developing a performance culture all
contributed to the success.

Fiscal 2003 also presented us a unique
opportunity to reposition our store base
and begin to drive fixed costs from our
cost structure. With aimost 100 leases
coming up for renewal during the vear,
we had the opportunity to begin
aggressively repositioning the Company
from a predominantly mall-based retailer
to having a much more balanced
portfolio of both mall and off-mall stores.
During the year, we completed 88 new
real estate projects and opened a net 49
stores, the largest number opened by
Bombay in a decade. As a result, we
finished the year with 123, or 26%, of
our stores off-mall and gathered
meaningful insights as to what types of
locations work best for Bombay as we
move forward.

We are particularly pleased with the
progress that we made with our
BombayKIDS concept. We began the



N 2003 Bombay opened % new Bombay and BombayKIDS stores in the U.S. and Canada.
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29% of non-outlet
stores off-mall
in 2003
Of our non-outlet stores,

the percentage of off-mall has
more than tripled since 2001.
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year with five stores and plenty
of excitement surrounding this new
opportunity. With style, safety and
storage in mind, our goal for this concept
during Fiscal 2003 was to expand our
presence and establish a solid position
in one of the fastest growing sectors of
the home furnishings industry today.
We aggressively opened stores, ending
the year with 35 locations including
31 combination Bombay/BombayKIDS
stores. The adjacency and easy flow
between the two stores has resulted in
synergies in operations. The larger
physical presence makes Bombay
more of a destination, and BombayKIDS
has helped introduce a new, younger
customer to Bombay. Our assortment
has continued to evolve and, we believe,
has set us apart from the competition by
providing complete decorating solutions
for the child’s bedroom.

We set a goal of becoming a billion
dollar company. To do so we must build
an infrastructure that will support us
not only today, but be scalable for the
future. During Fiscal 2003, we laid the
foundation for a number of initiatives
that will be critical to our future success.
We launched our new branding
campaign during the fall, opened an
additional distribution center in the
Midwest, installed key systems in the
area of merchandise planning and
allocations, installed a new point-of-sale
system and broadband connectivity with
our U.S. stores and increased the
management and leadership capacity of

our Company in key areas. We ended
the year with a clear plan and powerful
vision of the emergence of a billion
dollar retailer with a growing market
share and the capacity to sustain that
growth, while delivering competitive
earnings and return on assets.

That vision drove the development of six
critical success factors which we must
execute in order for Bombay to achieve
its potential.

First, we must continually drive same
store sales at a competitive rate. While
last year's 13% same store sales
performance will make for a challenging
Fiscal 2004, it helped us overall raise the
bar for our stores and helped leverage
fixed costs. Longerterm, we need to
continue to defend our market share and
grow sales at a rate at, or above, the
competition. We feel confident that we
have and can continue to drive mid-
single digit same store sales on a
sustained basis.

Second, we must continue to
successfully migrate our stores from
mall to off-mall locations. We believe
that, over the course of time, we have
the opportunity to more than double our
operating margin as we relocate to lower
cost, off-mall locations. During Fiscal
2004, approximately 80 leases will
expire and we will be able to continue
the migration at an accelerated pace
with plans to end the year with over 40%
of our stores off-mall.
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E-commerce
Revenues
(in millions)
The revenues from Bombay's
e-commerce business has more
than quadrupled from 2001.

Third, we need to develop a sustainable
pace in growing our store count and
build density in our key markets. Our
goal is to increase the number of core
Bombay stores 5% annually while we
continue to open new concepts such as
BombayKIDS. We plan to focus on our
top 25 markets where we believe we can
add almost 100 core Bombay stores
without exceeding current penetration
limits. Market density will enable us to
leverage fixed costs and improve our
operating efficiencies.

Fourth, we must continue to build
BombayKIDS to its full potential. By the
end of Fiscal 2004, we expect to have
50 BombayKIDS stores, giving us the
critical mass to yield better returns
for the business. We are very excited
about the opportunity that BombayKIDS
represents as success in that business
will enable us to demonstrate our
abilities to organically develop other
concepts that help leverage our core
competencies and provide new growth
vehicles. ’

Fifth, we need to build the proper
infrastructure for Bombay’s future. It is
essential that we invest in our systems,
logistics network and our corporate
competencies in order to avoid the
pitfalls that scale and complexity can
create. While it is tempting to forego
such investments in favor of short-term
profits, we believe that they are critical
for long-term growth and they will be
accretive in the future.

I T Y s

Finally, we must generate profit margin
expansion. This, in many ways, will be
the result of executing the first five
critical success factors well. The key to
profit margin expansion will be the focus
on and delivery of profit flow-through
and return on new stores. Half of our
margin improvement opportunity lies in
migrating off-mall as we reduce fixed
occupancy costs and lower our overall
cost structure. Another 25-30% of our
future improvement lies in leveraging
general and administrative expenses
and logistics costs against our top-line
growth. The remainder will come from
improving product margins as we reap
the benefits of new systems designed to
help ensure better flow of product from
source to store. If we do these things
well, we will harvest our potential.

it is an exciting time to be a part of this
Company. With our goals set before us
and a team anxious to succeed,
Bombay has begun the implementation
of a strategic plan that will return
Bombay to its heritage of excellence.
Thank you for your interest in Bombay.

%Js (ot

James D. Carreker
Chairman of the Board and
Chief Executive Officer
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Form 10-K
PARTI
ITEM 1. Business. o

{a) General Development of Business

The Bombay Company, Inc. and its wholly-owned subsidiaries ‘design, source and market a unique line of fashionable home
accessories, wall decor and furniture through a network of retail locations throughout the United States and Canada, through
specialty catalogs, the Internet and international licensing arrangements. We also have a small wholesale operation that distributes
a separate line of occasional furniture. Throughout this report, the terms "our," "we," "us" and "Bombay" refer to The Bombay
Company, Inc., including its subsidiaries.

Bombay’s unique position in the market place is a result of our core competencies in design, sourcing and importing. Over 90%
of our product is sourced from over 20 foreign countries. Over 90% of the product has been designed or styled to Bombay’s
specifications.

During Fiscal 2001, we expanded our product offering to include a line of children’s furniture, textiles and accessories via catalog
and Internet. As of January 31, 2004, BombayKIDS has expanded to 35 stores of which thirty-one are combination locations,
with a BombayKIDS store adjacent to a core Bombay store. We intend to open approx1mately 15 additional BombayKIDS stores
in Fiscal 2004 and approximately 30 in Fiscal 2005."

In addition to our primary retail operations, Bombay has other operating enterprises which contributed incrementally to

profitability but which were not significant to our operations in Fiscal 2003. Unless specified otherwise, the discussions in this
Annual Report on Form 10-K relate to the Bombay retail operations, including BombayKIDS, outlets Internet and catalog.

(b) Financial Information About Segments

Bombay operates primarily in one business segment as a multi-channel retailer selling decorative home furnishings, furniture and
related items. =

(¢) Narrative Description of Business

Merchandise Sales. Purchasing and Distribution

Bombay operates stores, primarily located in regional shopping malls, certain secondary malls and selected urban and suburban
locations. As of January 31, 2004, there were 415 stores in 42 states in the United States and 56 stores in nine Canadian
provinces. We also market our products through our mail order operations in the United States and Canada and over the Internet
at www.bombaycompany.com and www.bombay.ca.

We offer a diverse selection of products consisting of approximately 4,800 stock keeping units (“SKUs”) of which over 90% of

the product has been designed or styled to our specifications. Bombay’s proprietary product offers unique design, quality and

exceptional value to a wide audience of consumers. We regularly update our merchandise assortment by introducing new products .
while discontinuing others. We have a fashion component to our product offerings, primarily in the accessory and wall decor

areas, which is introduced seasonally. Other products with longer lives are discontinued as they approach the end of their life

cycles. Approximately 2,600 and 2,300 new SKUs were introduced in Fiscal 2003 and Fiscal 2002, respectively. Typically, new

product introductions have been concentrated during our spring, fall and Christmas selling periods. Going forward, we intend to

introduce product more frequently to increase newness in the store and to level spikes in inventory as new product is introduced..
The principal categories of merchandise include the following:

e  Furniture — We sell two broad categories of furniture as described below. Our furniture is manufactured by third party
- vendors located principally in China, Malaysia, Taiwan, Vietnam, Indonesia and India.

o Large Furniture — This category includes both wood and metal furniture focusing on the bedroom, living room,
dining room and home office. Many of the larger items are displayed in store and stocked in our distribution centers
and are available for store delivery typically within ten days. Large furniture represented 31%, 32% and 31% of
total sales in Fiscal 2003, 2002 and 2001, respectively.

*  Occasional Furniture — This category includes wood and metal hall tables, end and coffee tables, plant stands and
other small accent tables, stands and curios that are ready-to-assemble, take home products. Occasional furniture
represented 14%, 12% and 12% of total sales in Fiscal 2003, 2002 and 2001, respectively.




e . - Accessories - This is the broadest category and represented 43% of total sales in Fiscal 2003, 2002 and 2001. This

category includes both functional and decorative accessories including lamps, jewelry and memorabilia boxes, crystal,

© i ceramics, frames and desktop items, textlles floral; candles-and holiday. The 1tems are 1mported from over 20 countries
““in Asia, North America and Europe. - ' : :

e Wall Decor - This category includes prints, mirrors and wall accessories that represented 12%, 13% and 14% of total
sales in Fiscal 2003, 2002 and 2001, respectively. Thi§ merchandisetis sourced primarily from the United States and
various countries in Asia.

Merchandise is manufactured to Bombay’s specifications through a network of third party vendors principally located in Asia and
North America. Over 90% of production needs are sourced from foreign countries. We have branch offices in Taiwan, Malaysia,
China, Vietnam and India, and utilize agents in various countries to locate prospective “vendors, coordinate production
requirements with manufacturers and provide technical expertise and quality control. '

We are not dependent on any particular supplier and have had long standing relationships with many of our vendors. Thirty
manufacturers in eight countries supply almost 65% of our merchandise requirements. Bombay has no long-term production
agreements; however, we generally have agreements with major manufacturers that prohibit the production of proprietary product
for other parties. Additional manufacturing capacity and alternative sources, both domestic and international, continue to be
added through new vendors and plant expansions by existing vendors. We do business with our vendors principally in United
States currency and historically have not experienced any material drsruptlons as a result of any foreign pohtrcal economic or
social mstabthttes ' :

The product development process takes between three months and twelve months, beginning with the original idea and concluding
with the final product received at regional distribution centers in the United States and Canada: Depending on the category, the
source country and whether an item is new or reordered, lead times generally vary from two to six months from order placement
until arrival at the stores. Order times are slightly less for North American manufacturers principally due to shorter shipping
times. Lead times may also be impacted by seasonality factors especially in months when manufacturers are producing at, or near,
peak capacity to meet seasonal demands. As a result, we strive to maintain an adequate mventory posmon in our distribution
centers to ensure a sufﬁc1ent supply of products to our customers : :

We have reglonal drstrlbutron centers in Fort Worth, Texas McDonough Georgia; G1]bertsvrlle Pennsylvania; Mira Loma,
California; Plainfield, Indiana and Mississauga, Ontario. The distribution centers are strategically located and provide the
capability to replenish thie majorityof store inventeries within:48 hours-of when the order is processed. We use dedrcated trucks
and less-than-truckload carriers to transport product from our dlstrtbutron centers to the stores.

. - o S
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Stores and Real Estate
Hlstorlcally, we have located our stores primarily in reglona] shopping malls certain 'secondary malls and selected urban ‘and
suburban locations that satisfied our demographic and financial return criteria. Approximately one hundred of our store leases
expired in Fiscal 2003, and approximately 80 are scheduled to expire in Fiscal 2004. We are currently pursuing an off-mall
strategy for new and relocated stores focusing on open-air lifestyle centers and high-end strip centers (especially those with a
concentration of home furnishings retailers). Such locations offer us the opportunity to lower occupancy costs, improve operating
efficiencies and provide a more convenient shopping experience for our customer. Qur preference is to identify locations where
we can operate a combined Bombay and BombayKIDS store, thereby realizing economies that come with a larger location while
attracting a new and younger customer to Bombay. As of January 31, 2004, approximately 26% of our stores, excluding outlets,
were in off-mall locations.

In selecting store locations, our real estate department conducts extensive analyses of potential store sites. We base our selection
on the existing or planned co-tenancy of the center, the size of the market and the demographics of the surrounding area. In
evaluating a store location, placement of the store relative to retail traffic patterns and customer base of other retailers in the
nearby vicinity are important considerations. Significant attention is given to visual merchandising opportunities to maximize the
ability to display product in the most attractive setting. We seek out the most potentially profitable locations for the opening of
new stores regardless of the venue. We are currently targeting 8,500 to 9,000 square foot locations where we can construct a
Bombay store of approximately 4,500 square feet and a BombayKIDS store of approximately 4,000 square feet. Bombay mall
stores are slightly smaller in size, currently averaging approximately 3,600 square feet. New Bombay off-mall locations are
expected to be in the 4,000 to 5,000 square foot range. In addition to building new stores, we continue to selectively convert our
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existing regular stores, which average approximately 1,800 square feet to the larger format. As of January 31, 2004, there were 25
regular stores left in the chain. :

At January 31, 2004, the store chaih included a total of 46 outlet stores. We-view the use of outlets as an opportunity to increase
sales to a different customer base, to assist in the orderly clearance of merchandise and to further capitalize on our strength in
designing and sourcing proprietary product.

Following is a table summarizing our store activityﬂand.pomiaosition: '

January 31 February 1 February 2

. ‘ - 2004 - 2003 ~ 2002
Number of stores: S , o
Beginning-of year...............cc.ceenenn Co 422 419 408
Opened.........cvvvvreeininnen. e ‘ . 84 : 28 : 32
Closed......oovvviiiiiiiiiiieens 35 25 21
Endofyear.........coocevvvnveiiiiiinnen, R A 422 419 .
Store composition: . o . , . . , .
Large format....... T 365 334 324 .,
Regular........ooovvvveieiniiiiienieens S 25 37 - 59
Outlet.....ccovvvvvnernnnes cerreriers varee : 46 46 - 36
BombayKIDS...........cociviin o 35 5 -—
Retail square footage (in thousands)
Large format...........ocoeviiieneieeninnnn, 1,459 1,297 1,244
Regular.........coooviviviiiiiiniinnin, _ 46 : 68 107
Outlet.....oeiviiiee e . 198 193 1S
BombayKIDS.........ooviiiiiiienne , 144 .20 : —

Total.......... e SRR ‘ 1,847 - . 1,578 1,502

During Fiscal 2004, we plan to open approximately 75 to 80 new storés, 'including approxinlaiely,IS BombayKIDS stores. We
plan to close 35 to 40 stores, ending the year with approximately 510 stores. For store count purposes, a combined Bombay and
BombayKIDS location represents two stores. - - : e

Our average cost of leasehold improvements, furniture, fixtures and machinery for Bombay stores opened in Fiscal 2003, net of
landlord construction allowances, was approximately $205,000 per store, or $44 per square-foot. In addition, other investments,
which consist primarily of inventory in the store location, averaged approximately $100,000 per large format store. The average
net cost of a BombayKIDS store is approximately $195,000 but, at $47, is slightly higher than a Bombay:large format store on a
per square foot basis due to higher fixturing costs. During Fiscal 2003, inventory investment averaged $100,000 for a
BombayKIDS store. During Fiscal 2003, average inventory physically in store was approximately 40% of the total inventory
investment. Our mall-based stores typically achieve store level operating profitability during their first full year of operations and
reach maturity in three years. Off-mall stores are typically profitable during their first year of operation. However, based upon
our limited experience, it appears that it may take slightly longer for these stores to mature. Further, whether a store was relocated
from a local mall or is a new store in a market may also be an mﬂuencmg factor as to proﬁtablllty and maturity.




As of January 31, 2004, 415 stores were operating in 42 states in the United States and 56 stores were operating in nine provinces
in Canada as illustrated in the map below.
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Direct ‘ ‘ . .

We offer virtually all our retail SKUs for electronic commerce through our U.S. websites at http://www.bombaycompany.com for
Bombay, http://www.bombaykids.com for BombayKIDS and http://www.bombayoutlet.com for Bombay Outlets. During Fiscal
2003, we launched our Bombay Canada website at http://www.bombay.ca which currently sells core product and a limited
selection of outlet product, with plans to add a BombayKIDS site in the future. We continue to pursue online marketing
partnerships to broaden our reach to additional customers. Business-to-consumer revenues over the Internet were approximately
$17 million in Fiscal 2003. We also maintain websites supporting our wholesale activities.

Bombay has a catalog business which primarily serves as a marketing vehicle to drive customers into stores and to the Internet.
Direct catalog sales represent less than 2.5% of revenues.

WHOLESALE

Bailey Street Trading Company — During Fiscal 2000, we created a wholesale subsidiary, Bailey Street Trading Company
(“Bailey Street”). The brand is separate from Bombay and allows us to capitalize on our strengths in product design, sourcing and
importing. Current product offerings are focused on furniture but may be expanded to include wall decor and accessories in the
future. We distribute our Bailey Street merchandise to a variety of customers including independent gift stores, catalogers,
department stores, furniture stores and mass merchants through a network of independent regional sales representatives. During
Fiscal 2003, Bailey Street revenues increased to $15.8 million compared to $8.4 million in Fiscal 2002.

International — Bombay International, Inc. (“International”) is our international licensing and distribution channel. International
operations have extended to 14 licensed stores as of the end of Fiscal 2003, operating in the Middle East and the Caribbean.
International revenues totaled $3.7 million compared to $3.5 million in Fiscal 2002. In the short-term, we plan to continue
expansion abroad through licensing and distribution agreements in existing markets or with current partners. During Fiscal 2004,
approximately five to six additional International stores are planned to be opened by our licensees.

Intangibles

We own a number of the trademarks and service marks used in our business, including federal registrations for the marks The
Bombay Company®, Bombay®, the palm tree logo, BombayKIDS® and Bailey Street Trading Company®. Our trademarks are
also registered or are the subject of pending applications in a number of foreign countries. Each registration is renewable
indefinitely if the mark 1s still in use at the time of renewal. :

We believe that our trademarks have significant value and that these marks enhance the Bombay® brand and are instrumental in
our ability to create, sustain demand for and market our product. From time to time, we discover products in the marketplace that
are counterfeit reproductions of our product or that otherwise infringe upon our trademark or tradedress rights. We have and will
continue to vigorously defend our rights under the marks as necessary.

Seasonality

Operating results are subject to seasonal variation. Historically, the largest proportion of sales and substantially all of the income
occur in the fourth fiscal quarter, which includes the Christmas season. Inventory balances are generally built to their highest
levels prior to the Christmas selling season. Inventories decline, short-term borrowings are repaid and cash balances increase
significantly in December due to the Christmas business.

Competition

The home furnishings and decorative accessories market is highly fragmented and very competitive. We face competition from
furniture stores, department stores and other specialty retailers, including national chains and independent retailers. We believe
that we compete primarily on the basis of style, selection, quality and value of merchandise.

Employees

We have approximately 5,500 employees, which include approximately 3,000 part-time employees, and are not a party to any
union contract. Employee relations are considered to be good.




Risks and Uncertainties

All statements in this Annual Report on Form 10-K, including those incorporated herein by reference, that do not reflect historical
information are forward-looking statements made in reliance upon the “safe harbor” provisions of the Private Securities Litigation
Reform Act of 1995. Such forward-looking statements involve known and unknown risks, uncertainties and other factors which
may cause actual results, performance or achievements to be materially different from any future results, performance or
achievements expressed or implied by such forward-looking statements. Such factors include, among others, the following:
general economic and financial market conditions which affect consumer confidence in the spending environment for home-
related purchases; competition; seasonality; success of operating initiatives; new product development and introduction schedules;
uninterrupted flow of product from overseas sources; acceptance of new product offerings including children’s merchandise;
inherent safety of product offerings; advertising and promotional efforts; adverse publicity; expansion of the store chain;
availability, locations and terms for retail and distribution real estate sites; ability to renew leases on an economic basis; changes in
business strategy or development plans; availability and terms of borrowings or capital for operating purposes; labor and employee
benefit costs; ability to obtain insurance at a reasonable cost; reliance on technology; security of the technological infrastructure;
changes in government or trade regulations including proposed duties on bedroom furniture imports from China; risks associated
with international business; fluctuations in foreign currency exchange rates; potential travel or import/export restrictions due to
communicable diseases; terrorism; war or threat of war; regional weather conditions; and hiring and retention of key management
personnel.

{d) Financial Information About Geographic Areas

Bombay operates in one industry segment, specialty retailing. Substantially all revenues result from the sale of home furnishings
and accessories through retail stores, mail order and Internet in the United States and Canada. Our wholesale operations have
been immaterial to our operations and financial results to-date. Long-lived assets include all non-current assets except deferred
taxes. :

The following table shows net revenues and long-lived assets by geographic area (in thousands):

. Year Ended
January 31 February 1 February 2
2004 . 2003 2002
Net revenues:

United States.............. $526,219 $442.339 - $388,789
Canada..................... 70,216 51,661 48,668
Total.......cccoevnnnnnne $596,435 $494,000 $437,457

Long-lived assets:
United States.............. $68,031 $46,201 $51,367
Canada..........oevvennnne 5,992 4,040 4226
Total.....oveveiinnn, $74,023 $50,241 $55,593

(e) Available Information

We make available free of charge through our website, http://www bombaycompany.com, all materials that we file electronically
with the SEC, including our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K,
amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934, and
Section 16 filings as soon as reasonably practicable after electronically filing such materials with, or furnishing them to, the SEC.
During the period covered by this Form 10-K, we made all such materials available through our website as soon as reasonably
practicable after filing or furnishing such materials with the SEC.

Any materials filed by the Company with the SEC may also be read and copied at the SEC’s Public Reference Room at 450 Fifth
Street, NW, Washington, DC 20549. Information on the operation of the Public Reference Room may be obtained by calling the
SEC at 1-800-SEC-0330. In addition, the SEC maintains a website, http://www.sec.gov, that contains reports, proxy and
information statements and other information which we file electronically with the SEC. o




ITEM 2. Properties.

We own our United States headquarters office complex of which we occupy approximately 87,000 square feet. We lease stores,
distribution centers, regional and Canadian offices under numerous operating leases. Owned and leased facilities are summarized

following: -

Square Feet

Description " Owned Leased
Stores:
Large format..................... — 1,459,000
Regular............ S — 46,000
Outlet...........c.ovves T — 198,000
BombayKIDS..........c.eenene —_ 144,000
Distribution centers:
Mira Loma, CA.................. - 156,000
Gilbertsville, PA................ — 200,000
Fort Worth, TX.................. —_— 250,000
McDonough, GA................ — 254,000
Plainfield, IN. ................... — 300,000
Mississauga, ON, CAN......... — 114,000
Offices and storage: '
Mississauga, ON, CAN......... — 9,000
Regional sites.................... — 2,000
Fort Worth, TX.................. 121,000 35,000

21,00 3,167,000

Leases generally have 10-year terms, expiring between 2004 and 2015. Rents under the store leases are generally based upon a
minimum rental plus a percentage of the store sales in excess of specified levels. Store lease terms generally require additional
payments covering taxes, common area charges and certain other costs. Rental expense for Fiscal 2003, Fiscal 2002 and Fiscal
2001 totaled $58,712,000, $50,669,000 and $47,366,000, respectively.

The minimum rental commitments for future fiscal years related to real estate properties are as follows (in thousands):

Fiscal

20040 $ 44,056
2005, 37,091
2006, ... 35,303
2007 i, 34,180
2008 i 31,599
There.......oovviivinnn. 101,482

We believe that the insurance coverage maintained on all properties is adequate.

ITEM 3. Legal Proceedings.

We have certain contingent liabilities resulting from litigation and claims incident to the ordinary course of business. Management
believes that the probable resolution of such contingencies will not materially affect our financial position or results of operations.

ITEM 4. Submission of Matters to a Vote of Security Holders.

There were no matters submitted to a vote of security holders during the fourth quarter of Fiscal 2003.




PART 11

ITEM 5 Market for the Reglstrant's Common Equity and Related Stockholder Matters.

(a) The principal market for Bombay s common stock is the New York Stock Exchange The high and low tradmg prices,
quoted by fiscal quarter, follow:

.“Year ended January 31, 2004 High Low Year ended February 1, 2003 High ' Low -

First quarter..........ocoeevveninnnn £8.69 $4.34 First quarter........................ $4.45 $2.14
Second quarter.................... 12.65 7.80 Second quarter..................... - 525 2.61
Third quarter............cocveneenne 14.11 9.20 "Third quarter....................... 3.10 2.15
~ Fourth quarter........................ 13.80 6.30 Fourth quarter......... SPTOTTP 5.95 2.96

(b) The approximate number of record holders of common stock on March 12, 2004 was 1,800.

t

(c) We have bank credit agreements with restrictions related to payment of dividends. We have not paid dividends the past
two years and will continue to utilize available funds primarily for the expansion of our retail stores and operatmg
purposes. :

(d) The information required by this item appears under the caption “Equity Compensation Plan Information” in the
Definitive Proxy Statement of The Bombay Company, Inc. relating to the Company’s Annual Meetmg of Shareholders
which information is incorporated herein by reference.



ITEM 6. Selected Financial Data.

The following selected financial data has been derived from our consolidated financial statements. The data set forth below
should be read in conjunction with “Management’s Discussion and Analy51s of Financial Condition and Results of Operations”
and our consolidated financial statements and notes thereto. .

Year Ended
January 31 February 1  February2  February 3 January 29
Financial Data: ' 2004 2003 2002 2001 2000
NeEt TeVENUES™ ...\t ‘ $596,435  $494,000 $437,457 $423,459 $392,578
Net revenues inCrease..........covvveeeiiiiniiennn 21% 13% 3% 8% 9%
Same store sales increase (decrease).................. ' 13% 5% )% 5% - 5%
Net income*................ TP : $9,951 . $7,217 $3,724 $8,645 $7,342
Basic earnings per share.............coocoviiieniin $.29 $.22 $.11 $.26 $.20
Diluted earnings per shares.................coooeenn $.28 $.22 $.11 -$.26 $£.20
Total assets™. .. v $264,933  $236,189 $206,889 $206,651 $201,872
Stockholders’ equity*........... U e - $191,387  §169,408 $158,707,  $154,727 $156,248
Return on average assets..............c....... e - 4.0% . 3.3% 1.8% 4.2% 3.7%
Return on average equity........coocoeviniinanin. . 5.5% 4.4% 2.4% 5.6% 4.7%
Operating Data: - ‘ B :
Average sales per store open for full fiscal year*... $1,249 . $1,098 - $1,012 $1,012 $926
Average sales per square foot................... $322 . 8296 $288 $306 $288
Number of stores:
Beginning of year...............cooviii 422 419 408 415 412
Opened....c.coevviiiiiiiiii 84 28 32 10 19
CloSEd. ..o 35 25 21 17 16
Endofyear........ocoovvvviiiniiiiiiciiin, 471 422 419 408 415
Store composition: :
Large format..........coovveieiinininiiniinienn 365 334 324 291 270
Regular.........cooieieiiiii 25 37 59 93 125
OULLEE. e 46 46 36 - 24 20
BombayKIDS. ..o 35 5 — — —
Retail square footage:*
Large format.........ccocoviiiiiiniiniiiin e, 1,459 1,297 1,244 1,116 1,049
Regular.......cooooiiiiiiii ‘ . 46 68 107 163 216
OULIEE. ottt e 198 193 151 92 72
BombayKIDS........ccovviiiiniinieiiea 144 20 — — —
Total. o 1,847 1,578 1,502 1,371 1,337

Bombay has paid no cash dividends during the periods presented.

* In thousands. - '
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ITEM 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

Special Note Regarding Forward-Looking Statements

Certain statements in this Annual Report to Shareholders under “Management’s Discussion and Analysis” constitute “forward-
. locking statements” within the meaning of the Private Securities Litigation Reform Act of 1995. Such forward-looking statements
involve known and unknown risks, uncertainties and other factors which may cause our actual results, performance or
achievements to be materially different from any future results, performance or achievements expressed or implied by such
forward-looking statements. Such factors include, among others, the following: general economic and financial market conditions
which affect consumer confidence in the spending environment for home-related purchases; competition; seasonality; success of
operating Initiatives; new product development and introduction schedules; uninterrupted flow of product from overseas sources;
acceptance of new product offerings including children’s merchandise; inherent safety of product offerings; advertising and
promotional efforts; adverse publicity; expansion of the store chain; availability, locations and terms of sites for store
development; ability to renew leases on an economic basis; changes in business strategy or development plans; availability and
terms of borrowings or capital for operating purposes; labor and employee benefit costs; ability to obtain insurance at a reasonable
cost; reliance on technology; security of the technological infrastructure; changes in government or trade regulations including
proposed duties on bedroom furniture imports from China; risks associated with international business; fluctuations in foreign
currency exchange rates; potential travel or import/export restrictions due to communicable diseases; terrorism; war or threat of
war; regional weather conditions and hiring and retention of key management personnel. '

Executive Overview

Bombay markets a line of proprietary home furnishings that includes large furniture, occasional furniture, wall decor and
decorative accessories that is timeless and classic in its styling. Over 90% of the items are imported, with more than half of the
product coming from China. We are a multi-channel retailer with store locations, Internet and mail order operations, so that the
customer can shop at her convenience. We have a small wholesale operation that is immaterial to overall revenue but contributes
incrementally to profitability. '

We focus on several key metrics in managing and evaluating our operating performance and financial condition including the
following: same store sales, sales and gross margins by merchandise categories, operating margins as a percentage of revenues,
earnings per share, cash flow, return on assets and inventory turn.

We are. currently executing a muiti-phase turnaround intended to improve Bombay’s profitability -and generate competitive
operating results in-line with current market leaders in the sector. For the year, our operating margin was 2.7% of revenues
compared to industry leaders in the 8% to 12% range. We do not believe that, long-term, there is anything structurally that would
prevent us from improving our operating results to approach those of industry leaders.

Phase 1 of the turnaround commenced during the third quarter of Fiscal 2002 and continued into Fiscal 2003. Our goal was to
reclaim market share, generating above average same store sales and validating our positioning within the market place. We
reported 13 consecutive months of double-digit same store sales increases beginning in September 2002 and continuing through
September 2003. As a result of the strength of these sales, we were able to leverage many of our fixed costs includirig our buying
and occupancy costs, which declined to 16.8% of revenues during Fiscal 2003 from 19.1% of revenues during Fiscal 2002.

Phase 1 was also characterized by the aggressive repositioning of our real estate portfolio. During the 1980s and 1990s, our focus
was on opening stores in “A” malls throughout North America. As shopping habits have evolved, with alternative venues such as
lifestyle centers and big box strip centers gaining popularity, we have begun to migrate our stores.to off-mall locations. In
addition to being more convenient for customers and suitable for the sale of large items, such locations typically have lower cost
structures, both from a fixed rent perspective and for other common area expenses billed by landlords. Management believes that
the movement to the off-mall locations will ultimately result in lower fixed costs for Bombay and will help improve profitability.
During Fiscal 2003, approximately 100 leases expired, and we took advantage-of that opportunity to close some of our mall stores
and move to nearby off-mall locations. We are currently focusing on our top 25 markets to obtain market density and leverage
fixed logistics and advertising costs in those areas. Additionally, we have restarted net store growth, which has been relatively flat
in number since 1996. A total of 88 real estate projects, including new stores and relocations, were completed during the year
resulting in opening 75 new off-mall locations. The total number of stores grew to 471, a net increase of 49 stores.




The following table reflects the real estate portfollo at each fiscal year end:

January 31 February 1 February 2

2004 2003 . 2002
‘ o Units  %oftotal = Units  %oftotal  Units % of total
‘Mall...ooos 302 i 64% 328 8% .- . 348 83%
Off-mall....... 123 .. 26 - 48 AT - 35 8
Outlet........ .~ 46 10 - .46 11 36 . _9

Total........ . 471. . 100% - 422 - 100% 419 100%

E

Anothér key aspect of Phase I included aggressively investing in marketing to attract new customers to Bombay and support the
move from mall to off-mall. During the late 1990s and’early 2000s, we had-become increasingly reliant on periodic catalogs to
drive customers into the store and did not have marketing vehicles with a broader reach. In Fiscal 2001, the marketing
expenditures reached their historical low of 3.4% of revenues. During Fiscal 2002 and Fiscal 2003, we increased our marketing to
4.1% and 4.6% of revenues, respectively, with much of the 1ncremental spendmg going to support a program for monthly inserts in
Sunday newspapers in our top 21 markets.

In addition to 1nvest1ng in new stores, we began making some key . investments in our infrastructure that will serve as the
foundation upon which we plan to grow to become a billion dollar company with competmve operating margins. During Fiscal
2003, we rolled out a new point-of-sale system and a broadband communication network to our U.S. stores, completed the
implementation of the first phase. of a new planning and allocation system, opened a new 300,000 square foot distribution center in
the Midwest and made key investments in leadership positions, including the appointment of a new Chief Executive Ofﬁcer and a
new Chief Information Officer.

Inveétments in product margin, inventory, infrastructure and advertising led to a 21% increase in revenues, improvement in
operating margins from 2.5% to 2.7% of revenue, and improvement in return on assets from 3.3% to 4.0%.

As we enter F iscul'200_4 and the second phase ofthe tur'nz‘iround‘,we are foc'used,on six critical success factors .

¢ Drive same store sales at a competitive rate - Average store level productivity was increased as a result of last year’s
13% same store sales performance. Longer-term, we need to continue to defend our market share and ultimately grow
_sales.at a rate at, or above, the competition.

. Successfully contmue the mlgratlon of our stores from mall to off-mall locatlons - We expect to improve operatmg
margins 200 to 500 basis points over time as stores are relocated to lower-cost, off-mall locations. During Fiscal 2004,
approximately-80 additional leases will expire and the migration will continue at an accelerated pace with plans to end
the year with over 40% of our stores bemg off-mall. .

¢  Grow store count - Our goal is to increase the number of core Bombay stores 5% annually and continue to open new
concepts such as BombayKIDS. The focus will be on our top 25 markets where we believe we can add almost 100
Bombay stores without exceeding current penetration limits. Market density is expected to result in leveraging fixed
costs and improving operating efficiencies. :

¢ Develop BombayKIDS - By the end of Fiscal '2004, we expect to have 50 BombayKIDS stores, providing the critical
mass to yield better returns for the business. Success in the BombayKIDS business will enable us to demonstrate our
ability to organically develop other concepts that leverage our core competencies and provide new growth vehicles.

¢ Build the proper infrastructure to. support future growth - It is ‘essential that we invest in. systems, our logistics
network and corporate competencies: in order to avoid the pitfalls that scale and complexity can create. - While it is
tempting to forego such investments in favor of short-term profits, we believe. that they are critical for long-term growth
and will be accretive to future earnings. Planned infrastructure investments will include supply chain improvements,
further enhancements to the U.S. point-of-sale system and its.rollout to the Canadian subsidiary, SKU level planning and
plannogramming, expansion of distribution facilities in the Northeast, and the addition of a new general merchandise
manager and a new vice president of financial planning and analysis.

e Generate profit margin expansion - This, in many ways, will be the result of executing the first five critical success
factors well. The key to profit margin expansion will be the focus on and delivery of profit flow-through and return on
new stores. Half of the opportunity lies in migrating to off-mall as we reduce fixed occupancy costs and lower our
overall cost structure. Approximately 25%-30% of our future improvement lies in leveraging our top line growth in the
areas of selling, general and administrative expenses and logistics. The remainder will come from improving product
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margins as we reap the benefits of new systems designed to help ensure better flow of product from source to store,
improve inventory turn and manage promotional activities.

The infrastructure that we develop and therinvestments -that. we make will be-critical to the third phase of our turnaround
strategy.  Our plan is to organically develop -other retail concepts and areas:of operations that would leverage our core

- competencies and become new growth vehicles for Bombay. This longer term strategy is several years in the future and is
. dependent on successfully accomphshmg earlier phases which will be the focus for Fiscal 2004 and beyond

H

Fiscal 2004 will result in the second consecutwe year of accelerated mvestment in Bombay w1th .capital expendltures planned to
be in the $30 to $35 million range. Our strategy from a balance sheet perspective is to utilize. our credit facilities with banks to
finance our seasonal working capital needs and to fund our capital growth from workmg capltal from operatrons and from our
balance sheet.

Other Disclosures
The largest percentage of our sales and operatmg mcome 1s realrzed n the fourth ﬁscal quarter whlch mcludes December

(Christmas season)

The impact of inflation on operating results is typically not significant because the majority of our products are proprietary. We
attempt to alleviate inflationary pressures by improving designs, finding alternative production sources in lower cost countnes and
increasing selling prices (subject to competltlve condmons)

One of the risks we are currently facing relates to the recent anti-dumping petition against-Chinese furniture makers for alleged
dumping of wooden bedroom-furniture. The petitionis currently working its way through the United States International Trade
Commission and the United States Department of Commerce. The final determinations of the Commission will not be made until
2005 but imposition of preliminary duties- will begiri in Spring 2004. Slightly more than  10% of our assortment is classified as
bedroom furniture, not all of which is imported from China or may.be subject to such duties. ‘Our sourcing offices in Asia have
been identifying alternative vendors in other countries including Vietnam, where some of our existing vendors have chosen to
open manufacturing facilities. We have already begun to move production of many of the bedroom furniture items to these
alternate factories. We cannot predict what amount, if any, of disruption there might be as manufacturers shift their production to
other locales or what level of duties-related price increases we will be able to pass on to our customers for thdse items that we
choose to continue to source from China. We believe that, with our established network of offices throughout Asia’ and the
strength of our relationships with our vendors, we will bé able to negotiate arrangements that-will allow us to continue offefing all
product categories on a competitive basis.

We have a retail (52-53 week) fiscal year that ends on the Saturday nearest January 31. All periods presented reflect 52 weeks.

Net Revenues

Net revenues consist of sales to retail customers through store, mail order and Internet, and wholesale sales, through Bailey Street
and to our international licensees, as well as shipping fees and other revenues. Shipping fees reflect revenue from customers for
delivery of merchandise. Other includes royalties and territory fees from international licensees.

Fiscal Fiscal Fiscal - ST
Net revenues (in millions) 2003 2002 2001
Retail.............. e - 85718 . $478.3 . $431.2
Wholesale................ T e 17.7- ) 10.8 .33
Shipping..........ccoe. o 66 . . A6 2.8
Other....... SUTOOT TIPS 3 o3 2
Total. o iveieeeeiiiinnn .. 85964 $494.0 - - $437.5
Fiscal Fiscal Fiscal
Merchandise Category ' 2003 . o 2002 g 2001
- ACCESSOTICS. ... veneriienes T 43% T 43%. " 43%
Large furniture.............. e 31 T 1 §
Occasional furniture........ - .14 ' 12 S 212
Wall decor..........ooeiiits 12 . 13 oo 14
Total.............ooiiis 100% 100% 100%
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Fiscal 2003

Net revenues increased $102.4 million, or 21%, to $596.4 million, compared to $494.0 million in Fiscal 2002. Revenues from
retail operations increased $94.9 million, or 20%, from the prior year. Both new stores and same store sales increases contributed
to the growth. Same store sales increased 13% for the year as we increased the number of stores by 49. During the year, we
opened 53 large format stores, 30 BombayKIDS stores and one outlet. In addition, we converted four regular stores to the large
format. Increases from additional stores were partially offset by the closing of 26 large format stores, eight regular stores and one
outlet. Direct-to-customer revenues increased 44% to $29.8 million, from $20.6 million, due to strong Internet sales, partiallyﬁ
offset by a decrease of approximately 10% in mail order sales. The remainder of the increase relates to growth in our wholesale

. operations, in particular, Bailey Street, where revenues increased 88%, to $15.8 million from $8.4 million in Fiscal 2002.

All regions of the U.S. and Canada reported positive same store sales, with all but the Midwest reporting double-digit sales
increases. At the end of Fiscal 2003, we had 365 large format stores, 25 regular stores, 46 outlets and 35 BombayKIDS stores.
Total retail square footage increased 17% compared to year-end Fiscal 2002, while the store count increased by a net 49 units.
The number of retail transactions for the year increased by almost 15% and the average ticket increased to $86 from $82 in Fiscal
2002.

Fiscal 2002

Net revenues increased $56.5 million, or 13%, to $494.0 million, compared to $437.5 million in Fiscal 2001. Revenues from
retail operations increased $48.3 million, or 11%, from the prior year. Same store sales increased 5% for the year. New stores
also contributed to revenue growth, as we opened 14 large format stores, 9 outlets and 5 BombayKIDS stores while expanding two
stores from the regular to the large format. Sales growth from new real estate activity was partially offset by store closures.
Internet and mail order revenues grew 73% to $20.6 million from $11.9 million in the prior year, fueled by sales of BombayKIDS
product and improvement made to our website. The remainder of the increase was the result of growth in our wholesale
operations.. :

All regibns ‘of the U.S. and Canada reported mid single-digit same store sales increases. At the end of Fiscal 2002, we had 334
large stores, 37 regular stores, 46 outlets and five BombayKIDS stores. During the year, we closed 25 stores. Total retail square

footage increased 5% compared to year-end Fiscal 2001, while the number of stores increased by a net 3 units. The number of
~ retail transactions for the year increased 7% and the average ticket increased 4% to $82 from $79 in the prior year.

Cost of Sales, Buying and Store Occupancy Costs

(In millions)

Fiscal Fiscal Fiscal
2003 2002 2001
Cost of sales, buying T .
and occupancy costs...... $412.5 $344.0 $309.6
Shipping......ccovveviiiniiinn 8.8 5.6 3.9

Total.....ocoooeiiiinniini, $421.3 $349.6 $313.5

Fiscal 2003 . :

Cost of sales, including buying and store occupancy costs, for Fiscal 2003 was $421.3 million, or 70.6% of revenues. As a
percentage of revenues, these costs improved from 70.8% in Fiscal 2002. Product margins declined 210 basis points as we
focused on our value offerings at key price points designed to increase market share and drive sales volumes. Buying and store
occupancy costs declined as a percentage of revenues to 16.8% from 19.1% in Fiscal 2002, reflecting the significant leverage
gained as a result of higher same store sales. Buying and store occupancy costs included impairment charges totaling $.2 million
to write down the fixed assets related to eight unprofitable stores.

Fiscal 2002

Cost of sales, including buying and store occupancy costs, for Fiscal 2002 was $349.6 million, or 70.8% of revenues. As a
percentage of revenues, these costs declined from 71.7% in Fiscal 2001. Product margins declined 40 basis points as we targeted
key price points to drive volume. Buying and occupancy costs were 19.1% of revenues, a 130 basis points decline, as a result of
leveraging costs against the stronger sales levels. Buying and occupancy costs included impairment charges totaling $.7 million to
write down the fixed assets related to six unprofitable stores. ,
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Selling, General and Administrative Expenses .
Fiscal 2003 : :

Selling, general and administrative expenses were $158 4 million compared to $132.3 million in Fiscal 2002. As a percentage of
_revenues, expenses were slightly lower at 26.6% in Fiscal 2003 compared to 26.8% in Fiscal 2002. Excluding charges related to
the departure of the Chief Executive Officer and the settlement of -a California wage and hour lawsuit in Fiscal 2002, selling,
general and administrative expenses in Fiscal 2002 were 26.3% of revenues. At the store level, costs declined slightly as a
percentage of sales. Store payroll productivity gains were offset by higher costs associated with the new broadband
communication network and store opening and closing expenses. Marketing.costs increased over $7 million, or 50 basis points, as
we increased our distribution of monthly Sunday newspaper inserts from three markets in late Fiscal 2002 to 21 markets in Fiscal
2003, in order to attract new customers and drive traffic’into the stores. Corporate office general and administrative expenses
declined approximately 40 basis points as we leveraged insurance and-payroll costs against the higher revenue base.. Foreign
exchange gains.related to the strengthemng of the -Canadian dollar also helped offset costs associated with mfrastructure
investment in systems. - ‘

Fiscal 2002

Selling, general and administrative expenses were $132.3 million compared to $117.6 million in Fiscal 2001. As a percentage of
revenues, expenses were slightly lower at 26.8% in Fiscal 2002 compared t6 26.9% in Fiscal 2001.- Fiscal 2002 included a charge
of $1.1 million relating to the departure of the Chief Executive Officer and a $1.3 million charge related to the settlement of a
California wage and hour lawsuit. Excluding these charges, selling, general and administrative costs were 26.3% of revenues, a 60
basis point decline. At the store level, we were able to successfully leverage payroll costs against the higher revenue base.
Marketing costs increased by over $5 million or 70 basis points to 4.1% of revenues as we invested in advertising to drive sales
through increased direct marketing and testing broader reach vehicles including a color newspaper insert. Corporate general and
administrative costs declined slightly as a percentage of revenue primarily due to leverage in payroll and depreciation and
amortization of systems partially offset by higher insurance costs. ‘

Interest

Fiscal 2003 - :

During Fiscal 2003, we had interest income of $176,000 and interest expense of $62] 000, compared to interest income of
$331,000 and interest expense of $152,000 in Fiscal 2002. Decline in interest income and increase in expense are the result of
lower invested cash balances and greater utilization of the credit facility in the current year. Funds were primarily used to finance
our capital expansion plan, with the addmon of 49 locations, and higher mventory levels to support both the higher store count and
the increase in same store sales.

Fiscal 2002

During Fiscal 2002, we had interest income of $331,000 and interest expense of $152,000, compared to mterest income of
$248,000 and interest expense of $566,000 in Fiscal 2001. Improvement resulted from higher average cash balances generated
through higher sales and profits, lower capital expenditures and lower average inventory levels, resulting in lower utilization of the
credit facility. In addition, borrowings were at lower interest rates. ’

Income Taxes ‘ ’ ' : ) AR '

We provided income taxes of $6.3 million, $5.1 million and $2.3 million in Fiscal 2003, Fiscal 2002 and Fiscal 2001,

respectively. The effective rates were 38.7%, 41.2% and 38.6% in the respectlve periods. Fluctuations in the effective rate were
primarily related to foreign taxes that change in accordance with earnings in the Canadlan subsidiary and in state tax .expenses that
have not changed proportionately to mcome before income taxes.

Liquidity and Capital Resources

The primary sources of liquidity and capital resources are cash flows from operations and a line of credit with banks. We have an_
unsecured, revolving credit agreement with a group of banks, with an aggregate commitment of up to $75 million for working
capital and letter of credit purposes. The bank commitment is limited to 45% of saleable inventory. At January 31, 2004, the
bank commitment was $62.2 million, and $55.3 mllhon was available for borrowings or addltlonal letters of credit. The credit
fac1hty expires July 5, 2005.

Fiscal 2003

During Fiscal 2003, we used $31.0 million of cash, endmg the year with $25.6 million in cash and long-term investments. The
decline in the level of cash from Fiscal 2002, for both year-end comparlsons and throughout the period, is due to our higher capital
expenditures and corresponding inventory levels in Fiscal 2003 to support the additional stores and growth in same store sales.
The primary sources of cash were net income, including non-cash depreciation, amortization expense and deferred tax expense, as
well as the exercise of stock options. Cash was primarily used for capital expansion, partially offset by construction allowances
granted by landlords, and to purchase additional inventory to support the larger store base and increased same store sales. Other
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significant uses of cash included the payment of federal income taxes and a decrease in other current assets, primarily due to a
decrease in prepaid rent resulting from the timing of the end of the fiscal period.

Capital expenditures totaled $41.1 million and included the.costs of opening 53 large format stores, 30 KIDS stores, one outlet, a
distribution center in Plainfield, Indiana, investments in new point-of-sale, planning and allocation and other systems and routine
purchases of equipment. These expenditures were partially offset by construction allowances of $11.9 million granted by
landlords .

At January 31, 2004, inventory levels were $138. 9 million or $36.2 million higher than at February 1, 2003. This increase
.represents. investments to support the additional number of stores and higher sales levels. The year end level was.above desired
levels as a result of aggressively buying to Christmas sales that did not materialize. The investments were made primarily-in core
merchandise which will continue to be offered as part of the product offering. As a result, future orders will be adjusted to reflect
the higher on hand quantities. We do not expect the higher inventory levels to have a material impact on gross margins. However,
we will closely monitor inventory sell-through and take appropriate actions, as necessary, to maximize inventory productivity.

Long-term, our strategy is to utilize our credit facility to-finance seasonal borrowings and to utilize cash flow from operations and
our balance sheet to finance our capital programs.. For Fiscal 2004, the capital expenditures plan is estimated to be $30 to $35
million and includes the addition 64 large format stores and 15 BombayKIDS stores. We expect to close 35 large format and 4
regular -stores, and to end Fiscal 2004 with approximately 511 locations. Other capital expenditure plans include further
enhancements to the point-of-sale system and its roll out to the Canadian subsidiary, expansion of distribution facilities in the
Northeast and routine purchases of equipment.

In connection with continuing operations, we have various contractual obllgatlons and -commercial comm1tments requiring
payment in future periods, summarized in the table below.

(In thousands) Payments Due by Period
Less than 1-3 4-5 After 5
‘ Total 1 Year Years Years Years
Contractual Obligations o ‘ ‘
Real estate operating leases.............. $283,711 $ 44,056 $106,574 $60,682 $72,399 .
Unconditional purchase orders.......... 81,347 81,347 - - - .
Equipment operating leases.............. 2,945 731 2,173 41 -
Employment contracts................... . 3,647 3,332 315 - —_
Other contractual obligations............ 13,978 7,994 5,984 — -
Total contractual cash obligations...  $385,628 $137,460 - $115,046 $60,723 $72,399
Commercial Commitments ,
Import letters of credit..................... $3,898 $3,898 $ - 8 - $ -
Standby letters of credit................... 2,942 2,942 - - —
Guarantees of travel cards................ 135 135 - - -

Total commercial commitments...... $6,975 $6,975 $ - $ - § -

With our current growth plans, we anticipate that we will need to increase our borrowing capabilities to finance our pre-holiday
build up of inventory in Fiscal 2004. We currently intend to take advantage of the favorable credit environment to increase our
overall borrowing capabilities. We are exploring various alternatives, including increasing our existing facility, and will assess
our options during the upcoming months.

Fiscal 2002

At February 1, 2003, cash and short-term investments were $56.6 million, $18.2 million higher than at February 2, 2002. The
primary sources of cash were net income including non-cash depreciation and amortization expense, increases in payables
including those related to higher inventory purchases, taxes, payroll and insurance as well as proceeds from the exercise of stock
options. These sources were partially offset by higher inventory levels and capital expenditures for store construction and routine
equipment purchases.

At February 1, 2003, inventory levels were $13.0 million higher than at the previous year end due to improved flow of product to
support the strong sales trend experienced durmg the second half of Fiscal 2002, and to support continued growth into Flscal
2003

Capital expenditures totaled $10.2 million and included the costs of 28 new stores and the conversion of two regular stores to
the larger format, as well as continued investments in software and equipment.
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Critical Accounting Policies
In the course of preparing the financial statements, management makes certain judgments relative to accounting policies that are
appropriate in the circumstances and the application of those policies. The following policies are those deemed to be most critical.

- Inventory Vafuation Policy ‘

Inventories are valued at the lower of cost or market, cost being determined based upon the weighted average inventory method.
Cost is calculated based upon the actual landed cost of an item at the time it is received in the warehouse based upon actual vendor
invoices or estimates of costs for which an invoice is not present or for which an allocation of shared costs is required. In
addition, we include the cost of warehousing and transporting product to the stores in our costs.

We regularly evaluate our compliance with the lower of cost or market principle. -Items are evaluated by SKU and to the extent
that the cost of the item exceeds the current selling price, provision is made to reduce the carrying cost of the item. Additionally,
we review the aging of our inventory by SKU. The carrying cost of the item is reduced based upon certain age criteria and
product category. Since the determination of carrying value of inventory involves both estimation and judgment of cost and
market value, differences in these estimates could result in valuations that vary from the recorded asset.

Each month, we record an allowance for shrinkage to provide for the cost of lost or-stolen inventory. The amount of the allowance
is determined based upon the historical shrinkage results and is adjusted at least annually to reflect current circumstances.
Inventory is physically counted at all locations at least once each year, at which time actual results are reflected in the financial
statements. Physical counts were taken at all stores and all the distribution centers during January 2004.

Impairment of Long-Lived Assets

We review long-lived assets with definite lives at least annually and whenever events or changes in circumstances indicate that the
carrying value of the asset may not be recoverable. This review includes the evaluation of individual under-performing retail
stores and assessing the recoverability of the carrying value of the fixed assets related to the store. Future cash flows are projected
for the remaining lease life using a probability-weighted approach to estimate the fair value of the store assets. These projections
consider such factors as future sales levels, gross margins, changes in rent and other expenses as well as the overall operating
environment specific to that store. If the estimated future cash flows are less than the carrying value of the assets, we record a
charge equal to the difference between the assets’ fair value and carrying value as an impairment. Since the projection of future
cash flows involves judgment and estimates, differences in circumstances or estimates could produce different results.

Deferred Taxes

We currently have recorded $8.1 million of deferred tax assets representmg the difference between the timing of deductions taken
for financial statement purposes and for tax purposes. In order to take the benefit of those assets, we must have future taxable
income. If future conditions indicate that the benefit of the deferred tax assets will not be fully realized, we will record a valuation
allowance to reduce the assets to their estimated realizable value.

Insurance

We are self-insured with respect to medical and dental insurance coverage offered to our eligible employees, up to a maximum of
$125,000 per claim. Above that amount, medical insurance coverage is in place. In connection with the self-insured portion, we
maintain a liability for claims that are in the process of being paid and those that have been incurred but not yet reported to our
insurance carrier. We base the amount of the liability upon historical claims experience and actuarial estimates

regarding the exposure for claims incurred but not yet reported. At January 31, 2004, the balance of the medical and dental
liability was $772,000.

Since Fiscal 2001, we have also maintained workers’ compensation insurance coverage with a deductible of up to $150,000 per
claim. At January 31, 2004, we had recorded a liability of $2.9 million representing the estimated amount that will have to be paid
in future periods related to the settlement of claims under the insurance policies for Fiscal 2001 through Fiscal 2003. The amount
of the liability reflects expected remaining workers’ compensation claims based upon actuarial estimates, utilizing historical

claims experience and other relevant mformatlon and trends. Prior to Fiscal 2001, our workers’ compensation insurance was not
subject to a deductible.

If circumstances change or if information becomes available that would indicate that future payments with respect to insurance
ligbilities would be different than what was previously estimated, we will adjust such liabilities accordingly. Since the amounts
recorded for insurance liabilities are based upon various estimates, actual future requirements could vary from the recorded
[iabilities.
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New Accounting Pronouncements
During Fiscal 2003, we adopted Statement of Financial Accounting Standards (“SFAS”) No. 143, Accounting for Asset

Retirement Obligations. SFAS 143 requires that the fair value of a liability for an asset rétirement obligation be recognized in the
period in which it is incurred if a reasonable estimate of fair value can be made. The adoption of SFAS 143 did not have a
material impact on our consolidated financial position or results of operations.

We have also adopted the provisions of SFAS 146, Accounting for Costs Associated with Exit or Disposal Activities, for exit or
disposal activities initiated after December 31, 2002. SFAS No. 146 requires that certain costs associated with exit or disposal
activities be recognized when they are incurred rather than at the date of commitment to an exit or disposal plan. The adoption of
SFAS 146 did not have a material impact on our consolidated financial position or results of operations.

In January 2003, the Financial Accounting Standards Board (“FASB”) issued FASB Interpretation Number (“FIN”) 46,
Consolidation of Variable Interest Entities - An Interpretation of ARB No. 51. FIN 46 addresses consolidation by business
enterprises of variable interest entities that have certain characteristics. In December 2003, the FASB amended and clarified FIN
46 by issuing FIN 46R. The FASB has postponed the effective date of FIN 46R to the first quarter of Fiscal 2004, at which time
we will adopt the provisions of the standard. We do not expect the adoption of the standard to have a material impact on our
consolidated financial position or results of operations.




ITEM 7A. Quantitative and Qualitative Disclosures About Market Risk.

Market risk represents the potential loss arising from adverse changes in the value of financial instruments. The risk of loss is
assessed based upon the likelihood of adverse changes in fair values, cash flows or future earnings.

We have exposure to interest rate risk, as borrowings under our credit facility are based upon LIBOR, prime and other benchmark
rates which may fluctuate with market conditions. Based upon our seasonal borrowing levels, management does not believe that a
change in interest rates of 100 basis points would have a significant impact on our consolidated financial position or results of
operations.

As of January 31, 2004 we had no debt or other market risk sensitive instruments.

ITEM 8. Financial Statements am‘i“Supplementary Data,

The index to the consolidated financial statements is found on page 26. Our consolidated financial statements and notes to the
consolidated financial statements follow the index.

ITEM 9, Changes in and Disagreements with Accountants on Accounting and Financial Disclosures.

There have been no changes in or disagreements with accountants on accounting or financial disclosures.

ITEM 9A. Controls and Procedures.

Within 90 days prior to the date of this filing, an evaluation was performed under the supervision and with the participation of
Bombay’s management, including the Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design and
operation of our disclosure controls and procedures pursuant to Rule 13a-14 under the Securities Exchange Act of 1934. Based
upon that evaluation, the Chief Executive Officer and Chief Financial Officer concluded that our disclosure controls and
procedures were effective in timely alerting them to material information relating to Bombay that is required to be included in
periodic filings with the Securities and Exchange Commission. There have been no significant changes in our internal controls or
in other factors that could significantly affect internal controls subsequent to the date of the evaluation.
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PART III
ITEM 10. Directors and Executive Officers of the Registrant.

We have adopted a code of ethics that applies to all employees including our principal executive officer and principal financial
and accounting officer. A copy of the Code of Business Conduct and Ethics is filed as an Exhibit to this Annual Report on Form
10-K and is incorporated herein by reference. In addition, the code is posted on our website at http://bombaycompany.com or can
be obtained, free of charge, upon request from the office of the Corporate Secretary.

Other information required under Item 10 appears under the captions "Election of Directors”, "Executive Officers of the
Company”, “Meetings and Committees of the Board” and “Section 16(a) Beneficial Ownership Reporting Compliance” in the
Definitive Proxy Statement of The Bombay Company, Inc. relating to the Company's Annual Meetmg of Shareholders, which is
incorporated herein by reference.

ITEM 11. Executive Compensation.

The information required by this item appears under the captions "Executive Compensation" and "Compensation of Directors" in
the Definitive Proxy Statement of The Bombay Company, Inc. relatmg to the Company's Annual Meeting of Shareholders, whlch
is incorporated herein by reference.

ITEM 12. Security Ownership of Certain Beneficial Owners and Management-and Related Stockholder Matters.
Equity Compensation Incentive Plan Information

Bombay currently maintains The Bombay Company, Inc, Employee Stock Purchase Plan (the “ESPP”), The Bombay Company,
Inc. 1996 Long-Term Incentive Stock Plan (the “1996 Plan™), and The Bombay Company, Inc. Supplemental Stock Program (the
“SSP™), all of which were originally approved by our shareholders. We also maintain The Bombay Company, Inc. Amended and
Restated 2001 Non-Employee Directors’ Equity Plan (the “Directors’ Equity Plan”), which was not subject to shareholder
approval.

The following table gives information about equity awards under the above-mentioned plans as of January 31, 2004.

Plan Category Number of Weighted-average Number of securities remaining
securities to be exercise price of available for future issuance under
issued upon exercise || outstanding options, || equity compensation plans (excluding
of outstanding warrants and rights securities reflected in column (a))
options, warrants
and rights
(a) (b) (©)

Equity compensation :
plans approved by 2,458,570 $5.09 2,272,009 - (2)(3)
security holders (1) : .

Equity compensation _
plans not approved by 252,750 $4.61 116,469
security holders (4)

Total 2,711,320 $5.03 2,388,478

(1) Consists of the ESPP, 1996 Plan and SSP.

(2) Of these shares, 234,274 remain available for purchaée under the ESPP and 96,504 remain available for purchase under the
SSP.
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(3) The 1996 Plan includes an “evergreen” feature which replenishes the Plan with newly available shares on an annual basis.
The added shares equal 1.25% of the total number of issued shares of Bombay common stock as of the last day of each
fiscal year.

1

(4) Consists of the Directors' Equlty Plan. The matenal features of the Directors' Equity Plan are as follows

Members of the Board receive stock optlons and may opt to receive fees in the form of Bombay common stock or to defer those fees
in the form of stock units pursuant to the Directors’ Equity Plan. The Directors’ Equity Plan provides for an initial grant of a
nonqualified option to new directors and an automatic annual grant of nonqualified options to_continuing directors on the third
business day after Bombay issues its press release summarizing our operating results for the prior fiscal year. The initial and
automatic annual option grants are 10,000 shares. Committee chairs are awarded an additional option grant covering 2,500 shares
on an annual basis beginning in Fiscal 2004. The initial grant vests 20% per year over a five-year period and the annual grants
vest in full six months after the grant.

Non-employee directors may:opt to be paid their fees in the form of Bombay common stock distributed to such director on a
quarterly basis. Alternatively, non-employee directors may choose to defer the receipt of annual and committee chair retainers and
meeting fees, which are then credited in stock units equivalent to Bombay common stock and held by Bombay in an account for
the benefit of each participating director. The stock units, which are fully vested, become payable in the form of Bombay common
stock upon retirement from the Board or otherwise as specified in the director's election notice. The stock units are adjusted for
stock dividends, stock splits, combinations, reclassifications, recapitalizations or other capital adjustments.

Other information required under Item 12 appears under the captions "Security Ownership" in the Definitive Proxy Statement of
The Bombay Company, Inc. relating to the Company's Annual Meeting of Shareholders, which is incorporated herein by
reference.

ITEM 13. Cei‘t.ia'in Relationships and Related Transactions.

There were no relationships or related transactions during the reporting period which require disclosure.

‘ ITEM 14. Pnnclpal Accountant Fees and Servnces
The mformatlon requ1red by this item appears under the captlons “Independent Auditors’ Fees” and “Audit Cormmttee s Pre-

approval Policy and Procedures” in the Definitive Proxy Statement of The Bombay Company, Inc. relatmg to the Company’s
Annual Meeting of Shareholders, which is incorporated herein by reference.
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PART IV

ITEM 15. Exhlbxts, Financial Statement Schedules and Reports on Form 8- K

(a) The following documents are filed as a part of thls Annual Report for The Bombay Company, Inc and its
subsrdrarles : : .

(1) : Financiail' Statements: -

Report of Independent Auditors ‘ ‘

Consolidated Statements of Income for the Years Ended January 31 2004 February 1 2003 \’ o
and February 2, 2002

Consolidated Balance Sheets at January 31, 2004 and February 1, 2003

Consolidated Statements of Stockholders’ Equity for the Years Ended January 31,2004,
February 1, 2003 and February 2, 2002

Consolidated Statements of Cash Elows for the Years Ended January 31, 2004 February 1 2003 -
‘and February 2, 2002

Notes to Consolidated Financial Statements

(2) Financial statement schedules not included in this Form 10-K Annual Report have been omitted because
they are not applrcable or the requrred information is shown in the ﬁnanc1al statements or notes thereto

(3) Exhlblts

A list of exhibits required to be filed as part of this report is set forth in the Index to Exh1b1ts whrch
immediately precedes such exhibits, and is incorporated herein by reference.’ :

(b) Reports on Form 8-K.

The Securities and Exchange Commission requires the filing of a Form 8-K for certain events specified under Sections
13 or 15(d) of the Securities Exchange Act of 1934, for nonpublic- information required to be disclosed by Regulation
FD, or for any other information which the Company deems of importance to security holders During the quarter ended

January 31, 2004, the followmg Reports on Form 8 K were ﬁled

(1) On November 21, 2003, we filed a Form 8-K reporting the results of our earnings for the fiscal quarter ended

November 1, 2003.

(2) On November 21, 2003, we filed a Form 8-K issuing guidance regarding our expected real estate strategy for the

remainder of Fiscal 2003 and Fiscal 2004.
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Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused
this report to be signed on its behalf by the undersigned, thereunto duly authorized.

Date: April 9, 2004

Pursuant to the requirements of the Securities and Exchange Act of 1934, this has been signed below by the following
persons on behalf of the registrant and in the capacities and on the dates indicated.

Name

/s/ JAMES D. CARREKER

James D. Carreker

/s/ NIGEL TRAVIS

Nigel Travis

John H. Costello

/s/ SUE T. GROENTEMAN

Sue T. Groenteman

Paul J. Raffin

/s/ JULIE L. REINGANUM

Julie L. Reinganum

/s/ LAURIE M. SHAHON

Laurie M. Shahon

Bruce R. Smith

/s/ ELAINE D. CROWLEY

Elaine D. Crowley

SIGNATURES

THE BOMBAY COMPANY, INC.

(Registrant)

/s/ IAMES D. CARREKER

James D. Carreker
Chairman of the Board and
Chief Executive Officer

Position

Chairman of the Board and
Chief Executive Office

Lead Director

Director

Director

Director

Director

Director

Director

Senior Vice President,

Chief Financial Officer and Treasurer
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Report of Independent Auditors.

TV R L

To the Board of Directors and Stockholders of
The Bombay Company, Ine.

In oir opmlon the consohdated ﬁnancral statements listed in the accompanymg index on page 24 present fairly, in all material
respects the financial- -position of The Bombay Company, Inc. and its subsidiaries at January 31, 2004 and February 1, 2003, and
the results of their operations and their cash flows for each of the three years in the period ended January 31, 2004, in conformlty
with accounting principles generally accepted 4n the United States’of Aimerica. Thesé financial statéments are the responsibility of
the Company's management; our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits of these statements in accordance with auditing standards generally accepted in the United States of America
which require that we’ plan and perform the audit to obtain reasonable assurance’ about whether the financial statements are free of
material misstatement. An audit 1ncludes examining, on a test basis, evidence supportmg the amounts and’ disclosures in the
financial statements, assessing the accounting-principles used and significant estimates made by management, and evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

s

/s/ PRICEWATERHOUSECOOPERS LLP,
PRICEWATERHOUSECOOPERS LLP

Fort Worth, Texas .
April 9, 2004
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Consolidated Statements of Income
The Bombay Company, Inc. and Subsidiaries
(In thousands, except per share amounts)

Year Ended - N
January31 . Februaryl  February 2
2004 2003 2002
Net revenues........... SO OSSOV OURPRROROON _ $596.435 $494,000 | '$437457
Costs and expenses: o o
Cost of sales, buying and store occupancy costs........... PO L 421322 . 349,599 313,484
Selling, general and administrative expenses........... [P SIPPO 158,446 132,305 117,589
Interest expense (income), net................ ettt eae 445 . ({179 ‘ 318
580,213 481,725 431,391
Income before iNCOME taXeS......oveereireiniiinrineaiirennereenies UURT 16,222 12,275 6,066
Provision for INCOME tAXES. .. .oivriiriiieiriiet it eieieeireienerenaaaenans 6,271 5,058 2,342
Nt INCOME. .ottt e ettt ettt aeannaeaenanns $ 9,951 $ 7,217 $ 3,724
Basic earnings per Share........o.ou.vevieriieieiiiiee e enieenens $.29 $.22 811
Diluted earnings per Share.............ccoeeviiniiiieneieiireirereeeene. $.28 $.22 $.11
Average common shares outstanding...............ioeeeieiiiiiiiii e, 34,649 33,048 32,967
Average common shares outstanding and
dilutive potential common shares.............o.voeivviieiiiiiiineninenennn. _ 34,966 33,298 32,992

The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated Balance Sheets
The Bombay Company; Inc. and Subsidiaries
(In thousands, except shares)

Assets
Current assets:

Cash and cash equivalents (short-term mvestments of $15 421 and $46,622 respectively).....
Inventories, at lower of cost or market. ..o
(04115 T g (1 - £ S P PPN

TOtA] CUITEIIE ASSELS. . .uuvetreeeanee et e et et et e et et re e FUPT e

Property and equlpment at cost

BUllAIng. . o e BT .
Leasehold IMProvements. ... ... ....oooiiiiiiiii
Furniture and eqUIPMENt........ovititi it el e

Accumulated depreciation................. U PPN
Net property and €qUIPIMENL. ......ouiiiriti e e
Deferred taxes and other assets............cooiiiviiiivnierenriernnn., SO
Goodwill, less amortization 0f $61 1. ..ot e e e

TOLAL ASSEES .+ e et ettt ettt e e e e e e e e SR

Liabilities and stockholders' equity
Current liabilities: A
Accounts payable and accrued exXpenses. ... ...
Incomie taxes Payable.........cooviiiiiiiii
Accrued payroll and bonuses........................ PR J T
Gift certificates redeemable.................o e
ACCTUST IMSUTAIICE .« 11 e euine ettt ettt et ettt e h ettt e ettt e e e e b ten e e
Total current liabilities.........cooviviriiii i s

Accrued rent and other. liabilities...........ooov v U e

Stockholders' equity: .
Preferred stock, $1 par value, 1,000,000 shares authorized....................... e e
Common stock, $1 par value, 50,000,000 shares authorized, , ,

38,149,646 sharesissued.............ooceiiiiiiiiiiiiiiinins e S i
Additional paid-in capital...................... O e e
Retained eamnings.......... T
Accumulated other comprehensive income (10SS)....vvvvverrrrrvrirerirrnrreeeaes
Common shares in treasury, at cost, 2,816,772 and ‘

4,621,440 sShares, TeSPECIIVELY ... . ettt et e
Deferred COMPENSALION. ... vuivin ittt et et e e et e

Total stockholders' €QUILY. . ... .uvvuirieeeeiie it iee e e e e e [T

Commitments and contingencies (Note 5)

Total liabilities and stockholders' equity..........c.cocooiiii

The accompanying notes are an integral part of these consolidated financial statements.
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January 31 February 1
2004 2003
$25,619 $ 56,608
138,908 102,768

26,012 21,123 .
190,539, 180,499
892 892
5,198 5,198 -
103,295 81,827
40,756 33,345
150,141 121,262
82,034) (75,961)
68,107 45,301
5,864 9,966
423 423
" $264.033 $236,189
1$35,348 $37,202
1,103 6673
8,019 7,192
7,129 5,923
3,730 3,609
55,320 60,599
18,217 6,182
38,150 38,150
79.210 . 75,446
86312 . 76,361
122 (1,394)
(11,555) (18,918)
(852) (237
191387 169,408
$264.933 $236,189




Consolidated Statements of Stockholders’ Equity
The Bombay Company, Inc. and Subsidiaries

(In thousar.ds)
Commion Stock Treasury Stock

Shares ~  Amount Shares ~~ Amount
Total, February 3, 2001........c.ccooviiiiiiiiiiiiiieaniie 38,150 " $38,150 (5,456) $(22,320)
Purchases of treasury shares................. e — - (39) (103)
Shares contributed or sold to employee benefit plans....... - - 102 418
Director fee distributions.............c.cveeeivereiineiienenn, - - 0300 123
Restricted stock distributions .............cocevviiiiieniiinenn. - - . 250 . 1,021
Deferred compensation eXpense............oveeuvneernenann, - - - -
Collections of stock purchase loans........................... - . - - -
Interest (charges) collections on stock purchase loans, net - - - -
INEEINCOME. . .etit et - - - -
Foreign cutrency translation adjustments.................... - = — - —
Total, February 2, 2002...........ceeeeiviiiieeeeiiiineeennn, 38,150 38,150 (5,113) (20,861)
Purchases of treasury shares..............ocoevvviiiiiiinnnnnn - - - (202) -(895) ...
Shares contributed or sold to employee benefit plans...... - - 66 271
Exercise of Stock options.......covvveervevrenicnnninrineninn. ‘ - - - 596 2,438
Director fee distributions............ovoveviiiviiiineiiiinn, - - 77 313,
Restricted stock distributions............cocoviiiienini, - - - (45) - (184)
Deferred compensation €Xpense...............ccocveueuninnn - - - _ -
Net repayments of stock purchase loans................ - - - -
Interest charges on stock purchase loans, net............... — - - -
NEt IICOME. 1v vttt eter e er e e teesinare et eeneens - : - - —_
Foreign currency translation adjustments.................... — - - —
Total, February 1,2003..........cc.iviiiiiiiiicnnieia, 38,150 38,150 (4,621) ~  (18,918)
Purchases of treasury shares..............cocooeviiinnninnn, - - (%) (69)
Shares contributed or sold to employee benefit plans...... - - 64 - 262
Exercise 0f Stock options.............ovviveiiiiieiiiieinannnnn. — - 1,613 6,610
Director fee distributions...........cooooeiiiiiiiiini s, - - 55 227
Restricted stock distributions.............o.oovvvviiiininnn. - - - 81, 333
Deferred compensation eXpense...........c.cvvvenivveernnennns - - - =
NELINCOMIE. ...ttt ettt a e i S d e e - - : - T -
Foreign currency translation adjustments.................... - -

Total, January 31,2004.........c.coiiiiiiinninnnn. e L 38,510 $38,510 2817) $(11,555)

The accompanying notes are an integral part of these consolidated financial statements:

28




Consolidated Statements of Stockholders’ Equity (cont.)
The Bombay Company, Inc. and Subsidiaries
(In thousands)

Accumulated

Additional Stock Other Annual
Paid-In Purchase  Deferred  Retained  Comprehensive  Comprehensive
Capital Loans Comp. Earnings Income (Loss) Income
$75,735 $991)  § -— $65,420 $(1,267)
(225) - - - —
(48) - - - -
(195) - (552) - -
— - 285 - -
— (45) - - —

- - - 3,724 - $3,724

— — - - (509) (509)

75,267 (950) (267) 69,144 (1,776) $3,213
- 864 - — -
(89) - - - -
45 - - - -
3 —_— — — —
220 - (44) - -
_ - 74 - —_
- 103 - -— -
- a7 - - -

- - - 7,217 - 37,217
— — - — 382 382

75,446 - (237) 76,361 (1,394) $7,599
113 - - - -
3,007 - - - -
33 - - - -
611 - (974) - -
- - 359 - -

- - - 9,951 - $ 9,951

- - - - 1516 1516

379,210 $ - $(852) $86312 $ 122 311,467

The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated Statements of Cash Flows
The Bombay Company, In¢. and Subsidiaries
(In thousands)

Year Ended
January 31 February 1 February 2
2004 2003 2002
Cash flows from operating activities:
NEEICOMIE. . ittt ettt e e, $ 9,951 $ 7,217 - $ 3,724
Adjustments to reconcile net income to net cash from operaticns:
Depreciation. .. ..ovet et e 13,217 12,740 13,000
AMOTtIZAtION. ..ottt 4,248 2,743 3,472
Restricted stock compensation............ccoviiieviviiieninnnnnnn, 328 66 298
Deferred taxes and other...............cciiiiiiiiiiiii 5,108 (1,543) (707)
Change in assets and liabilities:
(Increase) decrease in INVENMOTIES. ......ovviveiireniiienanaannnin .(34,833) (12,430) 14,090
Increase in other Current assets............ovvvveieeereiennrunennnnns (3,943) (2,033) (807)
Increase (decrease) in accounts payable and accrued expenses. (1,843) 13,624 50
Increase (decrease) in income taxes payable...................... (2,276) 3,608 (2,700)
Increase (decrease) in accrued payroll and bonuses.............. 725 2,156 (607)
Decrease in NONCUITENE @SSELS......uevererieineineieeneienann 19 13 74
Increase (decrease) in noncurrent liabilities.................... ... 617 (535) {563)
Net cash provided (used) by operations......................... (8,682) 25,626 29,324
Cash flows from investing activities:
Purchases of property, equipment and other......................... (41,062) (10,224) (14,127)
Landlord construction allowances. .........coovvviiviiriiiinniniennns 11,900 - -
Proceeds from sale of property and equipment...................... 172 289 614
Net cash used by investing activities................covennnns (28,990) (9,935) (13,513)
Cash flows from financing activities:
Purchases of treasury stocK........ooiiiviiiiiiiiiiii i (83) (€20)] (103)
Sale of stock to employee benefit plans..........................el . 387 182 193
Collection of stock purchase loans................cooovviiiiiniiinns - 104 86
Exercise of StOCK OPtONS. ...ovvvviiiiiiieriii e e 6,310 2,328 —
Net cash provided by financing activities....................... 6,614 2,583 176
Effect of exchange rate change oncash .............ccooiviiinn, 69 (81) 271
Net increase (decrease) in cash and cash equivalents.................. (30,989) 18,193 16,258
Cash and cash equivalents at beginning of year...................... . 56,608 38,415 22,157
Cash and cash equivalents at end of year..................ocoeeinnee $25,619 $ 56,608 $38,415
Supplemental disclosures of cash flow information:
TNLETESt PAIA. .. vttt ettt § 597 $ 152 $ 566
Income taxes paid.......ccoovvieriiiiiie e 4,191 2,298 5,687
Non-cash financing activities:
Distributions of director fees.............ccoovviiiiiiiiii i, 260 316 75
Distributions of restricted stock...........ccovveiiiiiiiiiiiien 943 368 826
Repurchase of shares from stock purchase loans.................. — 864 -

The accompanying notes are an integral part of these consolidated financial statements.
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Notes to Consolidated Financial Statements
The Bombay Company, Inc. and Subsidiaries

Note 1 - Statement of Significant Accounting Policies

Description of Business and Basis of Presentation

The Bombay Company, Inc. and its wholly-owned subsidiaries design, source and market a unique line of fashionable home
accessories, wall decor and furniture through a network of retail locations throughout the United States and Canada, through
specialty catalogs over the Internet and internationally through licensing arrangements. We also have a small wholesale operation
that distributes a separate line of occasional furniture. T hroughout this report, the terms "our,"."we," "us" and "Bombay" refer to
The Bombay Company, Inc., including its subsidiaries. . '

‘The consolidated financial statements include the accounts df BomBay and its wholly-owned subsidiaries. All significant
intercompany transactions, balances and profits have been eliminated. Bombay has a retail (52-53 week) fiscal year, which ends
on the Saturday nearest January 31. All periods presented reflect 52 weeks.

Use.of Estimates |

The preparation of financial statements in conformity with generally accepted accounting principles requires management to make
estimates. These estimates affect reported amounts of assets, liabilities, revenues, expense and related d1sclosures Actual results
could differ from those estimates. \

Foreign Currency Translatlon :
The functional currency of our Canadian operations is the Canadian dollar. Fiscal year end exchange rates are used to translate
assets and liabilities to U.S. dollars. Monthly average exchange rates are used to translate income and expenses. ‘We record the

cumulative. effect of foreign currency translation adjustments in. accumulated other comprehensive income (loss) within’
stockholders’ equity.

Cash and Cash Equivalents

We consider cash in stores, deposits in-banks and short-term investments with original maturities of three months or less as cash
and cash equivalents for the purposes of the financial statements. Short-term investments are recorded at the lower of cost or fair
market value.

Inventories

Inventories are primarily finished merchandise and are valued at the lower of cost or. market cost being determined based upon the
weighted average inventory method.

Property and Equipment _
Property and equipment are recorded at cost and are depreciated over the estimated useful lives of the assets using the straight-line
method over the lives shown:

CBuilding..ooee Forty years
Furniture and equipment .............coocev.n. Two to ten years
-Leasehold improvements...........ccco.c..... The lesser of the life of the lease or asset

Landlord construction allowances are recorded as other liabilities and are amortized as a reduction of rent expense over the life of
the related lease.

We charge maintenanée and repairs to expense as they are incurred. We capitalize renewals and betterments .which materially
prolong the useful lives of the assets. As property is retired or sold, we remove the cost and related accumulated depreciation
from the accounts, and we recognize gains or losses in the statements of income.

Capitalized Software Costs

We capitalize certain external and internal costs associated with computer software and significant enhancements to software
features of existing products. We amortize the costs utilizing the straight-line method over the estimated economic lives of the
software, which range fror three to seven years. Total costs capitalized were $15,128,000 and $19,500,000 at January 31, 2004
and February 1, 2003, respectively. Accumulated amortization related to these assets was $10,016,000 and $15,236,000 in Flscal
2003 and Flscal 2002, respectively.

Impalrment of Long-Lived Assets :
During Fiscal 2002, we adopted the provisions of Statement of Fmanc1al Accountmg Standards (“SFAS”) No. 144, Accountmg Jor
Impairment or Disposal of Long-Lived Assets. SFAS 144 requires that long-lived assets with definite lives be evaluated for
impairment whenever conditions indicate that the carrying value of the assets may not be recoverable. In determining if an
impairment exists, assets must be grouped at the lowest level for which there are identifiable cash flows that are largely
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independent of cash flows from other groups of assets. In performing this impairment test, we group our assets at the store level.
If an impairment exists, the amount of the impairment is measured as the difference between the carrying value and the estimated
fair value of the assets. The adoption of SFAS 144 did not have a significant impact on our financial position or results of
operations.

For periods prior to Fiscal 2002, we assessed impairment of long-lived assets in accordance with the provisions of SFAS-No. 121,
which were similar to the provisions of SFAS 144.

Goodwill

During Fiscal 2002, we adopted the provisions of SFAS No. 142, Accounting for Goodwill and Other Intangzbles SFAS 142
provides that goodwill should no longer be amortized, but should be tested for impairment at least annually, and whenever
conditions indicate that such an impairment could exist. Goodwill is tested for impairment by comparing the estimated fair value
of our net assets to their carrying value. If the carrying value exceeds the estimated fair value, we calculate the implied value of
goodwill and recognize an impairment loss. No impairment was recorded in Fiscal 2003 or Fiscal 2002. The adoption of SFAS
142 did not have a significant impact on our financial statements, nor would it have had a significant impact on prior years if the
provisions of SFAS 142 had been applied. -

Revenue Recognition
We recognize revenue when delivery has occurred, the sales price is fixed or determinable, and collectlblllty is reasonably
assured. Revenues are net of returns and exclude sales tax.

We include in revenues amounts collected from customers for shipping and handling orders. In Fiscal 2003, Fiscal 2002 and
Fiscal 2001, these revenues totaled $6,566,000, $4,626,000 and $2,779,000, respectively. The associated shipping and handling
expenses are included in cost of sales.

Gift Certificates
We record proceeds from the sale of gift cards and certificates as a liability at the time we receive them. When the holder of the
card or certificate redeems it for merchandise, we relieve the liability and recognize revenue. ~

Advertising Costs
We expense advertising cost the first time the advertising takes place. During Fiscal 2003, Fiscal 2002 and Fiscal 2001,
advertising expense was $27,604,000, $20,258,000 and $14,597,000, respectively.

Income Taxes

We use the liability method of computing deferred income taxes on all material temporary differences. Temporary differences are
the differences between the reported amounts of assets and liabilities and their tax bases. We assess the reahzablllty of deferred
tax assets and, if necessary, provide a valuation allowance.

All unremitted earnings of the foreign subsidiary are considered to be permanently remvested Accordingly, no U.S. deferred
taxes have been provided on such earnings.

Comprehensive Income

Comprehensive income represents the change in equity (net assets) of a business enterprise during a period from transactions and
other events and circumstances from non-owner sources. It includes all changes in equity during a period except those resulting
from investments by owners and distributions to owners. Such amounss are included in accumulated other comprehensive income
(loss) within stockholders’ equity and consist of the cumulative effect of foreign currency translation adjustments.

New Accounting Pronouncements

During Fiscal 2003, we adopted SFAS No. 143, Accounting for Asset Retirement Obligations. SFAS 143 requires that the fair
value of a liability for an asset retirement obligation be recognized in the period in which it is incurred if a reasonable estimate of
fair value can be made. The adoption of SFAS 143 did not have a material impact on our consolidated financial position or results
of operations.

We have also adopted the provisions of SFAS 146, Accounting for Costs Associated with Exit or Disposal Activities, for exit or
disposal activities initiated after December 31, 2002. SFAS No. 146 requires that certain costs associated with exit or disposal
activities be recognized when they are incurred rather than at the date of commitment to an exit or disposal plan. The adoption of
SFAS 146 did not have a material impact on our consolidated financial position or results of operations.

In January 2003, the Financial Accounting Standards Board (“FASB”) issued FASB Interpretation Number (“FIN”) 46,
Consolidation of Variable Interest Entities - An Interpretation of ARB No. 51. FIN 46 addresses consolidation by business
enterprises of variable interest entities that have certain characteristics. In December 2003, the FASB amended and clarified FIN
46 by issuing FIN 46R. The FASB has postponed the effective date of FIN 46R to the first quarter of Fiscal 2004, at which time
we will adopt the provisions of the standard. We do not expect the adoption of the standard to have a materlal impact on our
consolidated financial position or results of operations.
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Earnings per Share

Basic earnings per share are based upon the weighted average number of shares outstanding. Diluted earnings per share are based
upon the weighted average number of shares outstanding plus the shares that would be outstanding assuming exercise of dilutive
stock options and distribution of deferred director compensation.

The computation for basic and dlluted eammgs from continuing operations per share are as follows (in thousands, except per share
amounts):

Year Ended
January 31 February 1 February 2
2004 . 2003 2002

Numerator:

Net income........ e $9.951 $7,217 $3,724
Denominator for basic earnings per share:

Average common shares outstanding...... 34,649 33,048 32,967
Denominator for diluted earnings per share:

Average common shares outstanding...... . 34,649 33,048 32,967 .

Stock options.......c.coveeiiiiiiiii, 314 227 1.

Deferred director compensation............ 3 23 24

' 34,966 33,298 32.992
Basic earnings per share........................ $.29 $22 s$11
Diluted earnings per share...................... $28 $.22 $11

Stock-Based Compensation

We apply the recognition and measurement principles of Accounting Prmmples Board Opinion No. 25, Accounting for Stock
Issued to Employees, and related interpretations and the disclosure-only provisions of SFAS 123, Accounting for Stock-Based
Compensation, in accounting for our stock-based incentive plans. No compensation expense related to grants of stock options has
been reflected in net income, as all options granted under the plans had an exercise price equal to the market price of Bombay’s
common stock on the date of grant. Compensation expense related to grants of restricted stock is measured. as the quoted market
price of Bombay’s common stock at the measurement date, amortized to expense over the vesting period. The following table
illustrates the effect on net income and earnings per share if we had applied the falr value recognition provisions of SFAS 123 to
stock-based compensation (in thousands)

Year Ended
January 31 February 1 February 2
! 2004 . 2003 2002

Net income as reported....................... ‘ $9,951 $7,217 $3,724

Stock-based compensation expense o ' ;
determined under FAS 123, net of tax.... (1.196) (925) ’ (964)
Net income, pro forma..................... e $8.755 $6,292 $2.760
Basic earnings per share, as reported....... .29 22 ' 11
Diluted earnings per share, as reported..... .28 22 d1
Basic earnings per share, pro forma......... 25 19 .08
Diluted earnings per share, pro forma....... 25 19 .08
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The fair value of each option grant is estimated on the date of grant usmg the Black-Scholes option-pricing model based upon the
following assumptions: .

Year Ended
January 31 February 1  February 2 -
2004 2003 _ 2002
Expected volatility.............. 65.7% 63.9% 59.9%
Expected life years........... 5 6 6
Expected dividends....... Lol ~ - -
Risk-free interest rate......... ... 33-45% 38-58% 5.0-55%

The weighted average fair value of options granted during Fiscal 2003, Fiscal 2002 and Fiscal 2001 was $3.95, $1.71 and $1.69,
respectively.

Note 2 — Store Impairments

Following the holiday selling season, we reviewed our real estate portfolio for impairment, focusing on store locations with
operating losses. Of the 471 Company-owned stores open as of January 31, 2004, eight stores were identified for which the
carrying amounts of the store assets were not expected to be recoverable. As a result of the review, we recorded an impairment
charge to buying and occupancy costs of $244,000. Similar reviews, performed in Fiscal 2002 and Fiscal 2001, resulted in
charges to buying and occupancy costs of $693,000 and $715,000, respectively.

Note 3 — Debt

We have an unsecured, revolving credit agreement with a group of banks. On July 10, 2003, the credit agreement was amended to
increase the aggregate commitment by $25,000,000 to $75,000,000 through the addition of one lending party and an increased
commitment on the part of two existing banks. We have the option to request an increase in the aggregate commitment to
$100,000,000, subject to approval by the banks, through the addition of another lending bank or increased commitment by the
existing lending banks. The facility, which expires July 5, 2005, is for working capital, inventory financing and letter of credit
" purposes. Borrowings under the facility can be made, at our option and subject to certain limitations, in the form of loans or by
the isstiance’ of bankers’ acceptances with respect to inventory purchases. Loans under the facility bear interest, at our option, at
either the lead bank’s prime lénding rate plus a margin of .25% to 1.25% or the LIBOR rate plus a margin of 1.75% to 2.75%,
with the margin depending on our leverage ratio. Under the terms of the agreement, we are required to maintain certain financial
ratios and other financial conditions. The agreement prohibits us from making certain investments, advances or loans, and limits
the dollar amounts of capital expenditures, purchases of treasury shares, cash dividends and asset sales. In the event that we are in
default of certain provisions of the agreement, the lenders would be permitted to file liens against our inventory located in the
United States and perfect the pledge of 65% of the stock of our Canadian subsidiary, thereby securing the indebtedness.

The bank commitment is limited to 45% of saleable inventory. At January 31, 2004, the bank commitment was $62,157,000.
Letters of credit-totaling $6,840,000 were outstanding under the facility, and $55,317,000 was .available for borrowings or
additional letters of credit. Interest expense and negotiated fees for Fiscal 2003, Fiscal 2002 and Fiscal 2001, totaled $1,086,000,
$617,000 and $884,000, respectively. ,
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Note 4 — Income Taxes

The components of the provision for domestic and foreign income taxes are shown below (in thousands):

- Year Ended
January 31 February 1 February 2
2004 2003 2002
Income before income taxes:
Domestic.......ocovvienene. BOROTOT $11,920 811,146 85,447
Foreign.......cooooviiiiiiiiines 4,302 1,129 619
$16,222 $12.275 $6,066
Provision (benefit) for income taxes:” :
Current: B
Federal...............ccooovii. - $(1,019) $ 5,065 $2,290
Foreign.......c.cocooiiiniinnnn, 1,729 884 339
State and local..............ooe, a76) 498 147
534 - 6.447 2,776
Deferred (prepaid): ‘
Federal.........coooiiii 5,054 (1,303) (423)
Foreign..........cooovviinii 45 57 29
State and local............... SUURR 638 ©_(143) (40)
’ ; 5,737 © (1.389) (434)
Total provision for income taxes........ $6.271 $5,058 2,342
The effective tax rate differs from the federal statutory tax rate for the following reasons:
Year Ended )
January 31 February 1 February 2
) 2004 2003 2002
Federal statutory tax rate............... 34.0% 34.0% 34.0%
Increase in effective tax rate »
rate due to: :
Foreign income taxes............. 1.7 4:5 2.6
State and local taxes, -
net of federal income
tax benefit.................. 1.9 1.9 1.}
Other,net...........cooveviiiinnen, 1.t 8 9 -
Effective tax rate.-............. 38.7% 41.2% ° 38.6%

Deferred taxes reflect the net tax impact of temporary differences between the carrying amounts of assets and liabilities for
financial reporting purposes and amounts used for income tax purposes Deferred tax assets (liabilities) are comprised of; the

following (in thousands):

January 31 - February 1
2004 2003
Deferred tax liabilities:
Depreciation.........oivivievniinni i $(2,709) $ —
Other.. ..o (1.357) 1.426
4,066 1.426
Deferred tax assets:
Inventory valuation........................ 2,505 1,625,
Accruedrent...........oocoeeeiiiiiin 2,343 2,374
Accrued InsSurance.............c.oeeuiuinnn 1,314 1,270
Depreciation.............ccooeeeeiiinnnn —_ 2,998
Other...o i 1,938 2,930
8,100 11,197
Net deferred tax assets.................. 4,034 $9,771
Deferred tax assets, net of liabilities:
Current. ... i $4,188 $4,322
NON-CUITENt. .....oevivieiie el (154) - _5.449 -
Total. oS $4.034 $9.771



Note 5 — Commitments and Contingencies

We have store, distribution and field office facilities and equipment lzased under operating leases expiring through 2015. The
store leases are generally based upon a minimum rental plus a percentage of the store sales in excess of specified levels. Store
lease terms generally require additional payments covering taxes, common area charges and certain other costs. Rental expense
for Fiscal 2003, Fiscal 2002 and Fiscal 2001 totaled $58,712,000, $50,669,000 and $47,366,000, respectively.

The minimum rental commitments for future fiscal years are as follows (in thousands):

Fiscal

20040 $ 44,787
2005, 37,817
2006.......... U 36,026
2007, .0 34,903
2008, .. 31,640
Thereafter............. 101,483

$286.656

We have certain contingent liabilities resulting from litigation and clairms incident to the ordinary course of business. Management
believes that the probable resolution of such contingencies will not materially affect our financial position or results of operations.

We are party to employment agreements with certain executives which provide for compensation and certain other benefits. The
agreements also provide for severance payments under certain circumstances.

Note 6 — Employee Bemnefit Plans

The Bombay Company, Inc. Employee 401(k) Savings and Stock Cwnership Plan (“401(k) Plan) is open to substantially all
employees who have been employed for one year and who work at least 1,000 hours per year. Under the 401(k) Plan, a
participant may contribute up to 75% of earnings with Bombay matching 100% of the initial 3% contribution, and 50% of the next
2% contributed by the participant. Participant contributions and Conipany match are paid to a corporate trustee and invested in
various funds or Bombay stock, as directed by the participant. Company matching contributions made to participants’ accounts
are fully vested immediately. Similar benefit plans are in effect for eligible foreign employees.

To the extent employees are unable to contribute up to 5% of their earnings to the 401(k) Plan because of limitations imposed by
IRS regulations, a Supplemental Stock Program was adopted. Under this program, employee contributions in excess of IRS
limitations, along with- Company matching contributions, are distributed annually in the form of Bombay common stock.

The Bombay Company, Inc. Stock Purchase Program (“SPP”) is open to all full-time employees who have at least 90 days of
service. Each participant may contribute 1% to 10% of qualifying compensation, to a maximum annual contribution of $21,250.
Contributions are used to purchase shares of Bombay common stock at a discount of 15% from current market rates. The
participants’ shares are fully vested upon purchase. Participants’ shares are held by a third-party administrator until the respective
participant requests a distribution.

Total Bombay contributions to these plans for Fiscal 2003, Fiscal 2002 and Fiscal 2001 were $714,000, $723,000 and $644,000,
respectively. '

Note 7 - Common Stock and Stock Options

Our Board of Directors has authorized a stock repurchase program to purchase up to an aggregate of $30 million of Bombay’s
stock. The shares may be purchased from time to time, through open market purchases and privately negotiated transactions.
During Fiscal 2003, Fiscal 2002 and Fiscal 2001, 9,000, 13,000 and 39,000 shares, respectively, were acquired at an aggregate
cost of $70,000, $31,000 and $103,000, respectively. Treasury shares are used for various employee and director stock plans as
the need arises.

The Bombay Company, Inc. 1986 Stock Option Plan and 1996 Long Term Incentive Stock Plan (“Employee Plans™) provide for

the granting of options {and other types of stock-related awards under the 1996 plan) to officers and key management employees.
At January 31, 2004, the option shares reserved for the Employee Plans were 4,492,494, The option price is fixed at the market
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price or higher on the date of the grant. Options are generally exercisable annually at a rate of 33% per year beginning one year
after the grant date. Shares available for additional grants were 1,795,138; 2,432,019 and 1,459,552 at January 31, 2004,
February 1, 2003 and February 2, 2002, respectively.

During Fiscal 2001, restricted stock aggregating 200,000 shares was granted under the 1996 Long Term Incentive Stock Plan to
three key executives. The respective shares were to become vested in designated increments contingent upon continued
employment of the respective executive after 12 months, 24 months and 36 months. During Fiscal 2002, 40,000 of the shares
became vested and were distributed. Also in Fiscal 2002, two of the executives left the employment of Bombay and 120,000
restricted shares expired unvested. During Fiscal 2003, 15,000 of the shares became vested and were distributed. The remaining
25,000 shares have become vested and will be distributed in Fiscal 2004. Compensation expense of $23,000 and $285,000 was
recognized during -Fiscal 2003 and Fiscal 2001, respectively, and in Fiscal 2002 net expenses of $87,000 were reversed in
connection with the restricted stock.

During Fiscal 2002, 75,000 shares of restricted stock were granted and issued to the Chairman of the Board. One third of the
shares vested upon his acceptance of the position. Contingent upon continued Board service, one third of the shares was to
become vested after 12 months and 24 months, respectively. During Fiscal 2003, the Chairman of the Board accepted the
appointment to also become our Chief Executive Officer. Under the terms of his employment, the unvested shares under his initial
restricted stock grant were canceled and a new grant of 81,256 shares was issued. Contingent upon his continued employment, the
shares will become fully vested after 36'months. During Fiscal 2003 and Fiscal 2002, $136,000 and $153,000, respectively, was
recognized as compensation expense in conjunction with the restricted stock grants.

During Fiscal 2003, 50,000 shares of restricted stock were granted and issued under the 1996 Long Term Incentive Stock Plan to a
key executive. The respective'shares are to become vested in designated increments contingent upon continued employment of the
executive after 12 months, 24 months and 36 months. Compensa‘uon expense of $170,000 was recognized during Fiscal 2003 in
connect1on with the resmcted stock.

The Bombay Company, Inc. Non-Employee Director Equity Plan (“Director Plan™) provides for the granting of options to
members of the Board of Directors who are neither Bombay employees nor officers. At January 31, 2004, the option shares
reserved for the Director Plan were 464,978. The option price is fixed at the market price on the date of the grant. For Fiscal
2003, the option grant, initial and annual, was the lesser of 10,000 shares or $75,000 in face value. The initial grant becomes
exercisable at a rate of 20% per year beginning one year after the grant date. Each additional annual grant becomes fully
exercisable six months after the grant date. Shares available for additional grants were 116,469; 325,196 and 354,210 at January
31, 2004, February 1, 2003 and February 2, 2002, respectively.

The Director Plan also allows directors the option to receive retainer and meeting fees in the form of Bombay common stock or to
defer receipt of such fees. Deferred amounts are credited to an account for such director in units equlvalent to Bombay common

stock.

The following table includes option information for the Employee Plans and Director Plan: N

. Weighted
Number Option Price Average
Stock Option Activity Of Shares Per Share Option Price
February 3, 2001................ 3,677,241 - $1.75-25.75 $5.20 '
Options granted............... 1,157,200 2.35-4.00 2.77
Options canceled............. (603,856) 2.31-25.75 483
February 2,2002................. 4,230,585 "1.75-25.75 4.59
Options granted............... 1,200,388 2.38-5.02 2.71
Options exercised............ (595,703) 2.65-5.44 3.91
Options canceled............. (1,547,000) 2.38-25.75 4,55
February 1,2003................. 3,288,270 1.75-25.75 4.05
Options granted............... 1,248,800 4.54-13.52 6.75
Options exercised............ (1,603,784) 1.75-15.88 3.93
Options canceled............. (221,966) 1.75-25.75 8.53
January 31,2004................. 2,711,320 2.06 - 15.88 5.03
Exercisable at:
February 2, 2002.............. 2,502,548 1.75-25.75 527
February 1,2003.............. 1,821,900 1.75-25.75 4.96
January 31, 2004.............. 786,709 2.06 - 15.88 4.43
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The following table summarizes stock options outstanding at January =1, 2004:

Outstanding ' Exercisable

Weighted Weighted Weighted

Exercise - Average Average , Average

Price . Remaining Exercise _ ' Exercise
Range Shares Life . Price } Shares . Price
$2.06 - 2.48 457,980 8.0 $2.38 . 75,725 - $237
2.55-2.94 - 383,548 7.4 2.75 163,890 2.75
3.00-3.94 270,246 A _ &85 172,581 3.55
4.00 - 4.97 601,988 7.9 ‘ 4,56 208,955 4.56
5.00-5.63 357,308 8.8 5.39 25,308 5.39
6.00 - 7.89 117,800 5.6 6.54 93,300 6.54
9.13-15.88: 522.450 8.7 : 11.57 : 46,950 11.57
2,711,320 7.9 . $5.03 , 786,709 $4.43

The exercise of non-qualified stock options in Fiscal 2003 and Fiscal 2002 resulted in income fax benefits of $3,283,000 and
$155,000, respectively, which were credited to additional paid-in capital. The income tax benefits are the tax effect of the
difference between the market price on the date of exercise and the option price.

Note 8 — Shareholders’ Rights Plan

We have a shareholders’ rights plan under which each share of Bombay common stock includes one Preferred Share Purchase
Right (“Right”) entitling the holder to buy one one-thousandth of a share of Series A Junior Participating Preferred Stock of the
Company at an exercise price of $50. The Rights, which have ten year terms expiring in 2005, are exercisable if a person or group
acquires 15% or more of the common stock of Bombay or announces a tender offer for 15% or more of the common stock. If a
person or group acquires 15% or more of the outstanding common stock of Bombay, each Right will entitle the holder to purchase,
at the Right’s exercise price, a number of shares of Bombay common stock having a market value of twice the Right’s exercise
price. If Bombay is acquired in a merger or other business combination transaction after a person or group acquires 15% or.more
of our common stock, each Right will entitle its holder to purchase, at the Right’s exercise price, 2 number of shares of the
acquiring company’s common stock having a market value of twice the Right’s exercise price. The Rights are redeemable at one
cent per Right at any time before they become exercisable.

Note 9 — Stock Purchase Loans

On May 16, 2002, the Board of Directors elected to abolish our Executive Stock Loan Program, which originated in August 1999,
At that date, participants owned 189,031 shares of Bombay common stock purchased under the program. We reacquired, at then
current market prices aggregating $864,000, the Bombay common stock that was previously purchased by the executive officers
under the program, and the notes were extinguished. Amounts owed to Bombay or the participants as a result of the difference
between the market value of the stock and the loan balance plus accrued interest were paid in full.

During Fiscal 2002 and Fiscal 2001, $17,000 and $53,000, respectively, in interest income was recognized related to the loans.
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Note 10 — Geographic Areas

We operate primarily in one industry segment, specialty retailing. Substantially all revenues result from the sale of home
furnishings and accessories through retail stores in the United States and Canada. Long-lived assets include all non-current assets
except deferred taxes.

The following table shows net revenues and long-lived assets by geographic area (in thousands):

Year Ended
January 31 , February 1 February 2
2004 - 2003 2002
Net revenues: )

United States.............. $526,219 $442 339 $388,789
Canada..................... 70,216 51,661 48,668
Total.......ccoevvveni, $596,435 $494,000 $437.457

Long-lived assets: ) .
United States.............. $68,031 $46,201 $51,367
Canada..................... 5,992 4,040 4226
Total..................... $74,023 $50,241 $55,593
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Unaudited Quarterly FFinancial Data
The Bombay Company, Inc. and Subsidiaries
(In thousands, except per share amounts)

Unaudited quarterly financial data for the quarters ended:

January 31 November | August 2 May 3

2004 2003 2003 2003
Net reVENUES. ..vvvee i ceiiieinnnn, $211,564 $135,361 $130,273 $119,237
Gross profit........c.oocvviniinine. 67,150 39,215 35,410 33,338
Net income (1088) ......ovvviverennnnes 12,140 (148) (768) (1,273)
Basic earnings (loss) per share...... 34 — (.02) (.04)
Diluted earnings (loss) per share... 33 — (.02) (.04)

February 1 November 2 August 3 May 4

2003 2002 2002 2002
Net revenues.......ooevvvrvereenennnns $189,264 $113,841 $100,040 $90,855
Gross profit........covvriiiiinn.. . 65,266 32,870 23,885 22,380
Net income (10ss)......ccovvvvennnns 13,841 84 (3,276) (3,432)
Basic earnings (loss) per share...... 41 - (.10) (.10)

Diluted earnings (loss) per share... 41 — (.10) (.10)




- INDEX TO EXHIBITS
Thg Bombay Company, Inc. and Subsidiaries

Filed with the Annual Report on Form 10-K for the fiscal year ended January 31, 2004.

Nurnber
3(a)
3(b)
4a)
4(b)
10(a)
10(b)
10(c)
10(d)
10(e)

10(H)

10(g)

10(h)
10(i)
10G)
10(k)
10(1) |
10(m)
10(n)
10(0)

10(p)

10(q)
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Description . -

Restated Certificate of Incorporation dated January 1, 1993 and Certificate of Amendment of the
Restated Certificate of Incorporation dated March 31, 1993, (1)

Bylaws, as amended and restated effecti;/e Ma'y‘21,‘ 199l7..'i(6) '

Preferred Stock Purchase Rights Plan. (2)

Amendment to Preferred Stock Purchase Rights Plan. (11)

Form of Indemnification Agreement.

The Boﬁbay Company,'Inc. Supplemental Stock Program. (3) '

Executive Long Term Disability Plan. (4)

The Bombay Company, Inc. 1996 Long-Term Incentive Stock Plan. (5)

Form of Award Agreement under the 1996 Long-Term Incentive Stock Plan. (6)

The Bombay Company, Inc. Amended and Restated 2001 Non-Employee Directors’
Equity Plan. (8)

Form of Agreement used to evidence stock option grants under The Bombay Company, Inc.
Amended and Restated 2001 Non-Employee Directors’ Equity Plan. (8)

Executive Management Incentive Compensation Plan. (10)

Employment Letter with Donald V. Roach. (9)

Employment Letter with Stephen Farley. (9)

Employment Letter with Brian N. Priddy. (9)

Employment Agreement with James D. Carreker. ("13)

Restricted Stock Agreement with .James D. Carreker. (13)

Stock Option Agreement with James D. Carreker. (13)

Employment Letter with Lucretia D. Doblado.

Amended and Restated Credit Agreement among The Bombay Company, Inc., as Borrower,
Bank of America, N.A., as Administrative Agent, Swing Line Lender, and L/C Issuer,
and the Other Lenders Party Hereto, dated July 5, 2002. (9)

First Amendment to Amended and Restated Credit Agreement, dated July 10, 2003. (12)

Code of Business Conduct and Ethics.
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INDEX TO EXHIBITS (cont.)
The Bombay Company, Inc. and Subsidia_ries

Number Description
21 - Subsidiaries of the Registrant. (7)
22 - Definitive Proxy Statement of the Company relating to Aanual Meeting of Shareholders (certain

portions of such Proxy Statement are incorporated herein by reference and are identified by
reference to caption in the text of this report). (14) .

23 - Consent of Independent Auditors.
31(a) - Certification of the Chief Executive Officer Pursuant to Section 302-of the Sarbanes-Oxley Act of
2002.
31(b) - Certification of the Chief Financial Officer Pursuant to Section 302 of the Sarbanes- Oxley Act of
2002.
32 - Certifications Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the

Sarbanes-Oxley Act of 2002.
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(1) Filed with the Commission as an Exhibit to the Company’s Annual Report on Form 10-K for the year ended July 4, 1993,
Such Exhibit is incorporated herein by reference.

(2) Filed with the Commission as an Exhibit to the Company s Reglstratlon Statement on Form 8A filed June 12, 1995. Such
Exhibit is incorporated herein by reference.

(3) Filed with the Commission as an Exhibit to the Company's Annual Report on Form 10-K for the year ended June 28, 1992.
Such Exhibit is incorporated herein by reference.

(4) Filed with the Commission as an Exhibit to the Company’s Annual Report on Form 10-K for the year ended July 3, 1994.
Such Exhibit is incorporated herein by reference.

(5) Filed with the Commission as an Exhibit to the Company’s Definitive Proxy Statement dated April 3, 1996, which Proxy
Statement was filed with the Commission as an Exhibit to the Company’s Annual Report on Form 10-K for the year ended
February 3, 1996. Such Exhibit is incorporated herein by reference.

(6) Filed with the Commission as an Exhibit to the Company’s Annual Report on Form 10-K for the year ended
January 30, 1999. Such Exhibit is incorporated herein by reference.

(7) Filed with the Commission as an Exhibit to the Company’s Annual Report on Form 10-K for the year ended January 29,
2000. Such Exhibit is incorporated herein by reference.

(8) Filed with the Commission as an Exhibit to the Company’s Annual Repott on Form 10-K for the year ended January 2, 2002.
Such Exhibit ts incorporated herein by reference.

(9) Filed with the Commission as an Exhibit to the Company’s Quarterly Report on Form 10-Q for the quarterly period ended
August 3, 2002. Such Exhibit is incorporated herein by reference.

(10) Filed with the Commission as an Exhibit to the Company’s Definitive Proxy Statement dated April 10, 2003, which Proxy
Statement was filed with the Commission as an Exhibit to the Company’s Annual Report on Form 10-K for the year ended
February 1, 2003. Such Exhibit is incorporated herein by reference.

(11) Filed with the Commission as an Exhibit to the Company’s Annual Report on Form 10-K for the year ended February 1,
2003. Such Exhibit is incorporated herein by reference. .

(12) Filed with the Commission as an Exhibit to the Company’s Form 8-K on July 14, 2003. Such Exhibit is incorporated herein
by reference.

(13) Filed with the Commission as an Exhibit to the Company’s Quarterly Report on Form 10-Q for the quarterly period ended
August 2, 2003, Such Exhibit is incorporated herein by reference.

(14) Filed with the Commission on April 9, 2004.
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